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THE  PRESENT  AND  FUTURE  OF  THE 

INTERNATIONAL  TRADE  OF  THE 

UNITED  STATES 

SUMMARY 

I.  Unexampled  exoesB  of  exports  during  1015-10,  1.  —  II.  Theo- 
reUcal  analsnu  of  international  lending  and  borrowing  under  ordinary 
oonditions,  2.  —  Peculiar  conditions  in  United  States  during  the  war, 
8.  —  Influx  of  gold  and  rise  in  prices,  5.  —  All  the  transactions  in 
■ubstance  were  wUfnn  the  United  States,  6.  —  An  overturn  inevi- 
table, 7.  —  III.  New  stage  of  international  payments  and  trade  to 
be  expected,  8.  —  Tourist  expenditiures,  9.  —  Immigrants'  remittances, 
0.  —  Freight  charges,  10.  —  Interest  account,  11.  — Capital  account, 
12.  —  The  general  outcome,  13.  —  IV.  The  probable  course  of  prices 
and  money  incomes,  theoretical  analysis,  14.  —  Extraordinarily  rapid 
overturn,  17.  —  Relation  to  world  price  level,  19.  —  Probable  main- 
tenance of  gold  standard  and  resumption  of  special  payments,  20.  — 
Conclusion,  20. 


The  outstanding  feature  of  the  international  trade 
of  the  United  States  during  recent  years  has  been  the 
enormous  excess  of  merchandise  exports.  The  figures, 
familiar  tho  they  are,  remain  astounding.  During  the 
five  fiscal  years  from  June  30, 1914,  to  June  30, 1919,  the 
exports  exceeded  the  imports,  on  the  average,  by  nearly 
three  billion  dollars  each  year.    In  the  amounts  of  these 
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''  favorable  "  balances,  as  well  as  in  their  character,  the 
phenomena  are  unexampled.^ 

The  exports  stand  mainly  for  loans.  True,  diuing 
the  first  year  or  two  of  the  European  war  they  were 
paid  for,  in  part  at  least,  by  cash  remittance.  Gold  was 
sent  to  the  United  States;  and  here  again  the  amounts 
were  quite  beyond  anjrthing  before  experienced  in  the 
world's  history.  But  these  remittances,  extraordinary 
as  they  were,  could  not  liquidate  the  obligations  for  the 
enormous  excess  of  exports.  Loans  were  arranged,  be- 
ginning with  the  Anglo-French  loan  of  1915,  and  fol- 
lowed by  other  issues  of  similar  character.  After  the 
entrance  of  the  United  States  into  the  war  in  the  spring 
of  1917,  the  lending  process  still  continued,  but  through 
a  different  channel.  Our  govenunent  undertook  on  its 
own  account  the  advances  which  served  to  finance  the 
ever-mounting  volume  of  exports.  No  transactions 
comparable  to  these  have  ever  appeared  in  the  history 
of  international  lending  and  borrowing.  The  problems 
which  they  present  are  significant  both  for  economic 
theory  and  for  the  practical  exigencies  of  the  present 
and  the  immediate  futiu^.  In  the  following  pages  I 
shall  endeavor  to  analyze  them  from  the  point  of  view 
both  of  theory  and  of  workaday  significance. 

II 

First,  the  theoretical  problems.  How  may  interna- 
tional loans  be  expected  to  influence  the  trade  between 
the  lending  and  borrowing  countries  ? 

Under  the  conditions  which  are  normally  assumed  in 
economic  theory  —  an  existing  equilibrium  of  merchan- 
dise imports  and  exports,  no  other  intervening  factors  — 

^  For  a  detailed  ezamination  and  careful  analysu  of  the  figures  see  the  papers  on 
the  "  Balance  of  Trade  of  the  United  States  "  in  the  Review  of  Economic  Statistics  for 
July.  1919. 
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the  fiist  phase  in  the  operations  would  be  an  outflow  of 
Bjpede  from  the  lending  country.  That  country  would 
tend  to  have  prices  and  incomes  lower  than  before,  or, 
what  comes  to  the  same  thing,  prices  and  incomes  re- 
maining low  if  in  the  world  at  large  the  movement 
should  happen  to  be  upward.  The  reverse  tendency 
would  appear  in  the  borrowing  country.  The  double 
change  would  have  the  effect  of  stimulating  the  move- 
ment of  goods  from  the  lending  country  and  bringing 
about  an  excess  of  exports  over  imports.  The  stimulus 
to  merchandise  exports  might  take  place  in  even  more 
direct  fashion,  through  the  circumstance  that  the  bank- 
ing and  financing  houses  might  be  interested  also  in 
oiteiprises  manufacturing  for  export.  The  details  of  the 
poBsible  variants  of  these  comparatively  simple  transac- 
tions need  not  detain  us  here.  SuflSice  it  to  say  that  the 
trend  toward  increasing  merchandise  exports  from  the 
lending  country  and  toward  a  "  favorable  "  balance  of 
trade  is  a  familiar  phenomenon.  Indeed,  it  appears  in 
actual  experience  even  more  promptly  and  unmistak- 
ably than  the  theoretical  analysis  might  lead  one  to 
expect.  The  characteristic  to  which  attention  is  to  be 
directed  here  is  that  the  foreign  demand  for  goods  foUowa 
the  loans,  or  at  best  accompanies  the  loans,  and  that  the 
primary  moving  impulse  is  the  loan  itself,  the  foreign 
demand  for  exports  being  a  consequence  or  accom- 
paniment. 

In  the  operations  which  we  are  here  following,  how- 
ever, the  case  is  different.  The  moving  cause  in  this 
case  was  the  initial  and  enormous  demand  for  American 
goods.  The  loans  were  consequence,  not  cause.  The 
stage  preceding  the  loans,  and  subsequently  affected  by 
them,  was  not  a  stage  of  equilibrium,  but  one  of  great 
excitement  and  instability  —  abnormal  foreign  demand, 
inflowing  gold,  rising  prices.    The  loans  caused  no  out- 
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flow  of  specie;  they  served  first  to  check  in  some  d^ree 
the  inflow  of  specie  and  in  the  end  to  prevent  it  com- 
pletely. They  were  at  no  time  either  followed  or  accom- 
panied by  a  tendency  to  lower  prices  in  the  lending 
coimtry.  Their  effect  was  only  to  stay  the  tide  of  rising 
prices.  In  other  words,  the  theoretical  analysis  which 
would  be  applied  to  the  ordinary  or  normal  conditions 
must,  in  this  case,  be  supplemented  by  taking  account 
of  a  complicating  circumstance  —  an  almost  insatiable 
demand  for  the  exports  of  the  United  States.  And  it 
was  in  consequence  of  that  demand  that  the  United 
States  came  to  be  a  lending  coimtry. 

The  forces  were  not  only  complex;  they  were  also 
enormous  in  volume.  The  ordinary  mechanism  of  ad- 
justment proved  quite  inadequate  for  regulating  this 
cataclysmic  overturn.  It  was  simply  impossible  to  find 
anywhere  in  the  world  means  of  remittance,  of  the  usual 
kind,  suflScient  in  amoimt  to  provide  payment  for  the 
exports  demanded  from  the  United  States.  The  ortho- 
dox analysis  of  the  case  is  that  an  excess  of  exports  will 
be  paid  for  by  inflow  of  specie,  continuing  imtil  changes 
in  prices  lead  to  the  reestablishment  of  equilibrium. 
But  nothing  of  this  kind  was  possible.  If  the  gold  flow 
into  the  United  States  had  been  allowed  to  continue 
imtil  it  thus  came  automatically  to  an  end,  all  the  avail- 
able gold  in  allied  countries  would  have  been  carried  tc 
the  United  States,  and  yet  without  bringing  its  owe 
remedy.  Here,  as  in  so  many  other  cases,  time  is  oi 
crucial  importance.  If  the  process  had  been  spreac 
over  a  decade  or  two,  the  results  contemplated  by  theorj 
would  presumably  have  come  about.  Given  time 
enough,  prices  and  merchandise  imports  and  exports 
would  have  shifted  in  the  predicted  way.  But  so  enor- 
mous a  movement,  concentrated  in  so  short  a  period. 
was  quite  beyond  the  capacity  of  the  ordinary  channek 
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of  cammerce  and  trade.  It  would  not  be  accurate  to  say 
that  in  such  case  economic  theory  breaks  down.  The 
case  was  simply  so  extraordinary  both  in  voliune  and  in 
character  as  never  to  have  been  contemplated  in  theory. 

A  word  now  as  to  the  causes  of  the  rise  in  prices  which 
in  this  case  preceded  the  international  loans,  and,  as  has 
just  been  noted,  was  checked  by  the  loans.  Two  periods 
are  to  be  distinguished;  first,  that  of  loans  financed  by 
banking  houses;  and  second,  that  in  which  the  loans 
were  financed  by  oiu:  government  itself. 

During  the  first  stage  the  imderlying  cause  of  the 
riang  prices  was  the  inflow  of  gold.  In  the  course  of  the 
calendar  years  1915  and  1916  a  roimd  billion  of  dollars 
in  gold  was  imported.  I  need  not  enter  here  on  the 
thorny  questions  concerning  the  precise  way  in  which 
such  an  inflow  affects  prices.  One  may  freely  admit 
that  a  rise  in  prices  mi{^t  have  taken  place  without  it, 
and  also  that  even  with  it  an  immediate  rise  in  prices 
would  not  necessarily  appear.  But  all  will  agree  that 
the  great  influx  of  specie  dming  1915  and  1916,  the  con- 
sequent redundance  of  bank  reserves,  and  the  ease  with 
which  the  Federal  Reserve  System  was  enabled  to  bring 
about  an  increase  both  of  bank  deposits  and  of  notes, 
made  possible  a  rise  in  prices  that  would  otherwise  have 
met  with  serious  obstacles.  And  the  accumulation  of 
specie  which  took  place  during  this  first  period  served 
also  to  make  possible  the  continuation  and  enhance- 
ment of  the  rise  which  marked  the  second  period.  The 
enormous  loans  of  the  government,  connected  as  they 
were  with  moimting  bank  loans  and  bank  deposits,  led 
to  immistakable  inflation.  That  term  is  perhaps  not 
fairly  applicable  to  the  first  period,  when  "  natural " 
events,  not  government  action,  constituted  the  main 
heightening  force.  Certainly  during  the  second  period, 
when  the  successive  loans  of  the  government  had  such 
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far-reaching  effects  in  the  business  and  financial  worlds 
there  was  plain  inflation.  And  that  inflation  could 
hardly  have  taken  place  to  so  great  an  extent  but  for  the 
preceding  inflow  and  accumulation  of  specie.  It  was 
this  which  encouraged  the  Federal  Reserve  Board  to  go 
ahead  and  substitute  reserve  notes  for  government 
notes,  and  to  sanction  without  hesitation  the  ever^ 
increasing  voliune  of  bank  operations.  If  the  first  stage 
had  come  to  an  end  without  further  developments  —  if, 
for  example,  the  war  had  ceased  in  the  spring  of  1917 
and  the  United  States  had  never  been  called  on  to  enter 
it  —  the  lending  process,  if  continued  by  private 
agencies,  might  have  served  to  check  the  tide  of  rising 
prices  in  the  United  States.  As  matters  turned  out,  the 
second  stage,  during  which  the  United  States  entered 
the  war  and  itself  financed  the  international  loans 
through  great  domestic  borrowings  of  its  own,  was 
characterized  not  by  any  maintenance  of  prices  at  the 
level  at  which  they  then  stood,  but  by  an  accelerated 
and  accentuated  upward  movement.  And  that  upward 
movement,  it  need  not  be  said,  did  not  cease  with  the 
armistice  and  the  cessation  of  military  operations.  The 
government's  loans  to  the  Allies  and  the  peoples  of 
Europe  continued,  and  further  internal  loans  were  forth- 
coming. 

Through  it  all,  from  the  beginning  of  the  lending 
operations  in  1915  to  their  close,  what  we  really  did  was 
to  buy  from  each  other.  It  is  common  to  speak  of  oui 
enormous  exports  and  of  the  enormous  foreign  demand 
for  oiu:  exports  as  if  these  were  causes  of  prosperity. 
The  plain  facts  are  that  the  foreign  demand  for  our  ex- 
ports and  the  foreign  payment  for  oiu:  exports  were  aU 
on  paper.  True,  the  foreigners  must  have  the  goods 
and  must  pay  for  them.  But  the  wherewithal  to  pay 
for  them  was  furnished  to  the  foreigners  by  our  oyoi 
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people.  In  effect  the  pa3rment8  were  made  by  one  set  of 
our  own  people  to  another  set.  All  that  the  foreigners 
really  did  was  to  send  us  certificates  of  indebtedness  in 
one  form  or  another  —  promises  to  pay,  which  will  have 
an  influence  on  the  substance  of  our  international  trade 
only  in  the  years  to  come. 

This  state  of  things  cannot  persist.  The  process  of 
ever-repeated  loans  will  inevitably  come  to  an  end. 
With  it  the  enormous  excess  of  exports  over  imports 
will  come  to  an  end.  No  rational  person  can  suppose 
that  such  an  abnormal  state  of  international  trade  as  we 
had  in  191&-19  can  continue  indefinitely.  An  overturn 
must  come.  It  may  come  with  something  of  a  crash 
and  with  the  familiar  accompaniments  of  a  commercial 
crisis.  We  may  fairly  expect,  however,  that  the  Federal 
Reserve  System,  now  well  developed  and  well  estab- 
lished, will  serve  to  prevent  any  such  complete  collapse 
of  the  credit  structiu*e  as  in  former  times  marked  the 
beginning  of  a  new  economic  cycle.  But  it  is  difficult  to 
see  how  the  ordinary  accompaniments  of  such  an  over- 
turn are  to  be  avoided.  We  may  expect  a  fall  in  prices 
and  in  stock  exchange  securities,  industrial  depression, 
declining  prices,  and  declining  incomes.  He  would  be 
rash  who  would  venture  to  predict  how  great  or  how  long 
would  be  the  depression,  how  considerable  the  fall  in 
prices.  It  is  hardly  to  be  supposed  that  a  range  of  prices 
as  low  as  that  of  the  pre-war  period  will  be  reached  for  a 
long  time  to  come.  But  all  indications  are  that  we  shall 
find  ourselves  below  the  maximum  of  the  present  and 
immediate  past.  An  essential  and  conspicuous  part  of 
the  change  will  be  the  readjustment  of  international 
trade,  the  cessation  of  the  artificial  and  necessarily  tem- 
poTsry  preponderance  of  exports,  and  a  shift  both  in 
imports  and  exports  such  as  to  bring  about  something 
like  a  normal  situation. 
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What  now  will  this  readjusted  and  more  normal  con- 
dition of  international  trade  prove  to  be  ?  Prediction, 
or  rather  speculation,  will  best  proceed  by  comparing 
the  several  factors  which  entered  into  our  international 
trade  before  the  war  with  the  same  or  similar  factors  as 
they  may  be  expected  to  operate  during  the  years  to 
come. 

The  continuing  excess  of  merchandise  exports  over 
imports  during  Hie  pre-war  period  is  again  a  familiar 
phenomenon.  A  large  '' favorable '^  balance  was  main- 
tained continuously  for  the  forty  years  from  1873  to 
1913.  It  served  to  meet  thevarious  obligations  which  the 
people  of  the  United  States  incurred  to  those  of  foreign 
coimtries.  What  was  substantially  a  state  of  equilibriimi 
had  been  attained.  The  merchandise  transactions 
served  to  equalize  payments  without  any  sustained  flow 
of  specie  in  one  direction  or  the  other.  The  movement 
of  gold  was  merely  such  as  to  meet  the  fluctuations 
which  must  appear  in  individual  years,  and  left  the 
supply  of  the  United  States  imtouched  except  so  far  as 
it  was  increased  by  the  accumulation  of  the  domestic 
output  from  the  mines.  We  need  not  stop  to  inquire 
how  far  this  equilibrium  was  arrived  at  through  the 
process  which  the  orthodox  theory  of  international 
trade  describes.  For  myself  I  believe  in  the  main  that  it 
was  so  reached.  But  reached  it  was,  as  fully  as  is  likely 
to  be  the  case  for  any  considerable  period.  The  ques- 
tion before  us  is  what  new  sort  of  equilibrimn  may  be 
expected  during  the  period  to  come.  Allowance  must 
always  be  made  for  fluctuations  or  irregularities  in 
individual  years;  we  are  concerned  with  the  general 
trend. 
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The  main  "  invisible  "  items  which  affected  our  inter- 
national trade  and  international  pa3rments  during  the 
pre-war  i)eriod  were  four;  tourists'  expenditures,  immi- 
grants' remittances,  freight  charges,  and  interest  and 
profits  payable  to  foreigners.  What  can  be  said  of  the 
probiJ>le  increase  or  decrease  of  these  several  items  in 
years  to  come  ? 

Tourists'  expenditures  seem  likely  to  become  larger. 
During  the  pre-war  period  it  was  supposed  that  they 
amounted  to  an  average  of  about  $150,000,000  a  year. 
With  the  growth  of  wealth  and  population  they  would 
be  likely  to  increase  imder  any  circiunstances.  For 
some  years  to  come  they  would  seem  likely  to  increase 
at  even  more  than  the  normal  rate.  During  foiu:  years 
no  tourists  have  gone  abroad;  there  is  an  accmnulation 
of  persons  looking  forward  to  a  first  trip  or  to  a  repeti- 
tion of  previous  trips.  A  wish  to  see  the  sites  of  war  will 
add  to  the  exodus.  No  doubt  the  greater  or  less  activ- 
ity of  business  and  the  greater  or  less  prosperity  depend- 
ent upon  business  changes  will  cause  the  movement  to 
fluctuate  from  year  to  year.  But  on  the  whole  it  may  be 
expected  to  be  substantially  larger  than  in  the  past. 
There  will  ensue  a  consequent  need  of  increasing 
remittances  to  foreign  countries. 

A  similar  tendency  may  be  expected  in  remittances 
made  by  immigrants.  These  were  an  astonishingly 
large  item  during  the  decade  preceding  the  war.  The 
annual  amount  sent  out  was  something  like  $200,000,- 
000  a  year.  In  the  popular  mind  this  was  conceived  as 
so  much  cash  and  was  spoken  of  (in  that  mercantilist 
fashion  which  it  seems  impossible  to  uproot)  as  the  loss 
of  so  much  wealth  to  the  country.  In  effect  it  meant 
that  the  Italians,  the  Irish,  the  Poles,  and  the  Greeks 
supplied  the  wherewithal  for  buying  American  cotton 
and  grain  and  iron  and  copper — goods  which  were  ex- 
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ported  and  the  proceeds  of  whose  sale  abroad  enabled 
payments  to  be  made  to  the  relatives  in  the  far-distant 
coimtries.  That  process  probably  will  be  resimied  and 
enlarged,  at  least  for  some  years  to  come.  The  United 
States  will  be  more  prosperous  than  European  countries. 
The  call  for  aid  from  relatives  and  parents  will  be  more 
appealing  than  ever. 

It  must  be  admitted,  however,  that  prediction  in  this 
matter  is  rash.  Now  that  the  illiteracy  test  is  in  effect, 
the  bird  of  passage  inmiigrant  will  be  a  less  important 
figure  than  before,  and  less  will  be  taken  home  by  his 
kind  than  was  formerly  the  case.  The  same  factor  will 
militate  against  another  type  of  remittance,  namely, 
that  by  which  "  money  "  was  sent  abroad  for  enabling 
relatives  to  j  oin  those  already  established  here.  Perhaps 
too  the  return  movement  of  those  immigrants  who,  tho 
not  birds  of  passage  in  the  strict  sense,  nevertheless 
return  to  the  old  coimtry  with  their  earnings  after 
having  sojourned  in  the  United  States  for  a  niunber  of 
years,  will  be  less  in  consequence  of  the  uneasy  condi- 
tions likely  to  prevail  on  the  Continent  for  some  years 
to  come.  Stable  political  and  social  conditions  in 
Europe,  on  the  other  hand,  will  tend  to  make  this  move- 
ment larger.  Everyone  is  at  liberty  to  make  his  own 
guess.  It  is  quite  within  the  bounds  of  possibility  that 
after  all  this  factor  during  the  next  ten  years  will  prove 
to  be  not  of  greater  quantitative  importance  than  before 
the  war,  but  of  less. 

Next  as  regards  shipping.  The  case  here  is  clearer. 
The  United  States  has  embarked  on  a  great  scale  in 
shipping  enterprises,  and  for  some  years  freight  charges 
will  no  longer  constitute  a  debit  item.  Probably  they 
will  also  not  constitute  a  credit  item.  Our  imports  and 
exports  will  not  be  carried  exclusively  in  American  ships; 
they  will  be  carried  both  in  American  and  in  foreign. 
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On  this  score  accounts  will  probably  balance.  Some- 
thing will  need  to  be  paid  by  us  to  foreign  countries 
on  freight  account,  and  something  will  be  received  by 
American  shipowners  on  that  account.  The  two  sides  of 
the  item  will  approximately  balance.  At  all  events,  no 
such  debit  charge  as  that  of  pre-war  times  will  have  to 
be  met. 

Most  predictable  of  all  is  the  natiu^  of  the  change  that 
will  take  place  in  the  interest  and  profits  accoimt.  Here 
something  like  a  complete  reversal  would  seem  to  be 
inevitable.  In  the  oft  repeated  phrase,  the  United 
States  is  no  long^  a  debtor  coimtry  but  a  creditor  coun- 
try. The  remittances  on  this  score  will  be  prepon- 
derantly to  the  United  States,  not  out  of  the  United 
States.  But  the  quantitative  result  is  impossible  to 
gauge.  Unquestionably  there  will  be  a  sharp  reduction 
in  interest  remittances  from  the  United  States  to  foreign 
countries,  perhaps  so  great  as  to  amoimt  virtually  to 
complete  cessation.  The  remittances  on  the  other  hand 
from  Europe  to  the  United  States  on  interest  accoimt 
will  be  heavy.  The  great  items  will  be  those  arising 
from  public  remittances  —  from  the  loans  which  Eu- 
ropean governments  have  contracted,  whether  to  our 
own  government  or  directly  to  oiu:  investing  public. 
The  possibility  cannot  be  excluded  that  the  interest 
charges  due  to  oiu:  government  may  be  postponed,  con- 
ceivably even  forgiven  entirely.  But  the  balance  on 
interest  account,  whatever  its  amount  may  be,  will  cause 
remittances  to  be  made  to  the  United  States,  not  from 
the  United  States,  and  therefore  will  tend,  so  far  as  this 
item  is  concerned,  to  bring  an  excess  of  merchandise 
imports  and  no  longer  an  excess  of  merchandise  exports. 

A  further  item  to  be  considered  is  the  international 
movement  on  capital  account.  Before  the  war  the 
United  States  was  still,  on  the  whole,  a  borrowing  coun- 
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try.  It  is  true  that  the  process  of  making  investments 
abroad,  more  particularly  in  non-European  coimtries, 
had  already  set  in.  But  the  net  transactions  on  capitid 
account  had  been  such  as  to  leave  the  United  States 
a  borrowing  coimtry,  and  to  make  this  item  a  credit 
one  in  our  international  account.  A  common  popular 
fallacy  on  this  score  is  that  a  "  borrowing  "  or  "  debtor '' 
ooimtry  necessarily  has  an  excess  of  exports,  a  lending 
or  "  creditor  "  country  an  excess  of  imports.  Such  is  the 
case,  as  needs  hardly  be  said  to  the  conversant  reader, 
only  when  a  country  has  been  in  the  creditor  position 
for  a  prolonged  period,  even  for  generations.  Diudng 
the  earlier  stages  of  lending  or  of  being  a  creditor  coun- 
try, the  effect  on  international  trade  is  precisely  the 
reverse  of  that  so  often  assumed  in  popular  discussion. 
Diuing  this  earlier  stage  the  lending  coimtry  has  an 
excess  of  exports,  the  borrowing  country  an  excess  of 
imports.  Only  when,  as  in  the  familiar  cases  of  Great 
Britain  and  France  during  the  last  half  of  the  nineteenth 
century,  the  processes  of  lending  and  borrowing  have 
been  maintained  for  many  years,  does  the  creditor  coim- 
try  show  a  balance  of  merchandise  imports;  and  only 
when  the  borrowing  coimtry  has  been  a  borrower  for  a 
long  period,  does  it  have  a  balance  of  merchandise 
exports. 

Obviously  the  recent  changes  of  the  United  States  in 
this  regard  have  been  quite  extraordinary  and  imprec- 
edented.  We  have  jmnped  diuing  the  short  period  of 
three  years  from  one  position  to  another  quite  the  re- 
verse. A  shift  which  would  be  expected  to  require  at 
least  a  generation  has  been  made  in  a  triennium.  There 
has  been  a  sudden  reversal,  not  a  gradual  transition. 
Now  that  the  main  shift  has  taken  place,  there  may  be 
complementary  changes,  and  more  especially  a  flow  of 
investment  and  consequent  remittance  to  foreign  coim- 
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tries.  Standing  alone,  such  remittance  on  capital  ac- 
count would  lead  to  an  excess  of  merchandise  exports 
from  the  United  States.  Side  by  side  with  it,  however, 
will  be  the  process  of  remittances  to  the  United  States 
from  foreign  countries  on  interest  accoimt.  What  will 
be  the  quantitative  balance  between  the  two  no  one  can 
venture  to  predict.  I  do  not  myself  look  forward  to  so 
vast  or  rapid  increase  in  American  investments  in 
foreign  countries  as  do  some  of  our  financial  writers  and 
experts.  It  is  obvious  that  the  process  cannot  possibly 
be  maintained  on  anything  like  the  scale  of  the  last 
year  or  two,  nor  can  it  lead  to  merchandise  exports  on 
the  same  scale.  The  most  that  can  be  expected  from  our 
becoming  a  lending  coimtry  is  a  partial  offset  to  the 
other  side  of  the  accoimt,  namely  that  by  which  interest 
and  profits  will  have  to  be  remitted  from  foreign  coun- 
tries to  our  own  shores. 

Speculative  as  must  be  the  outcome  for  each  of  these 
four  items,  the  final  outcome  for  our  international  trade 
as  a  whole  necessarily  is  still  more  speculative.  The 
best  guess  would  seem  to  be  that  the  United  States  will 
maintain  an  excess  of  merchandise  exports,  but  not  so 
great  an  excess  as  that  which  characterized  the  twenty 
years  preceding  the  war.  We  shall  have  a  favorable 
"  balance  of  trade,"  but  one  not  so  favorable  as  before. 
Our  prosperity  boomers  will  not  be  able  to  speak  so 
unctuously  of  our  great  reserves  of  credit  abroad  and 
our  great  accumulations  of  resources.  Needless  to  say, 
there  will  be  marked  variations  from  year  to  year.  There 
will  be  the  recurring  seasonal  fluctuations  in  the  crops, 
and  there  will  be  shifts  in  financial  and  industrial  con- 
ditions. Very  possibly  some  years  will  show  an  excess 
of  imports,  others  an  imusual  excess  of  exports.  Look- 
ing over  the  ten  years  from  1920  to  1930  the  outlook  is 
for  some  continuing  excess  of  merchandise  exports  over 
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merchandise  imports.  But  it  would  seem  impossible 
that  the  amiual  excess  should  be  on  the  av^age  at  all  so 
great  as  that  of  the  decades  preceding  the  war.  In  the 
end  —  supposing  no  new  factcMB  to  enter  b^oie  this 
final  stag?  is  reached  —  the  accumulaticm  of  interest 
payments  will  bring  about  an  excess  of  imports. 


IV 

Still  another  set  of  questions  arises.  What  may  be  ex- 
pected to  be  the  course  of  juices  in  the  United  States, 
and  what  the  course  <tf  money  mcomes  ? 

First,  the  theory  ci  the  matter.  In  general  it  is  to  be 
expected  that  during  a  process  <tf  expanding  imports  a 
country  will  have  prices  relativdyhi^  Itisonlywhen 
the  conditions  for  sale  within  a  country  are  favorable 
that  imports  can  be  expected  to  ^ilarge.  Ck>nverselyy  a 
process  <tf  expanding  exports  may  be  expected  to  be 
coincident  with  a  penod  <d  prices  relativdy  low.  Ex- 
ports obviously  are  promoted  when  the  conditions 
within  a  country  are  favorable  for  purchase. 

These  general  statements  need  a  word  of  explanation. 
The  terms  ''high  prices"  and  'Mow  prices/'  when 
used  in  this  connection,  have  reference  to  previous  con- 
ditions within  the  same  country,  and  make  no  compari- 
son with  other  countries.  An  increase  <tf  imports  in  a 
given  country  is  induced  by  prices  hi^ier  than  they  were 
before  in  that  country;  which  does  not  necessarily 
mean  a  range  of  prices  higher  than  elsewhafe.  Increas- 
ing exports,  conversely,  are  stimulated  by  prices  lower 
than  they  were  before  in  the  same  country;  which  again 
does  not  necessarily  mean  that  the  g^[ieral  range  of 
prices  in  that  country  is  lower  than  elsewhere.  It  is 
obvious  that  the  prices  of  the  particular  articles  that 
enter  into  international  trade  —  they  may  be  s^ed  the 
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''  internatioDal  commodities  "  —  whether  they  be  im- 
ported or  exported,  will  be  substantially  tiie  same 
(barring  transportation  charges  and  customs  duties) 
throughout  the  several  trading  coimtries.  Their  move- 
ment from  one  coimtry  to  another  will  be  affected  by  the 
general  course  of  other  prices  and  of  money  incomes 
within  the  several  coimtries.  This  coiurse  will  be  upward 
or  downward  within  each  coimtry,  both  for  the  inter- 
national commodities  and  for  those  solely  within  the 
range  of  domestic  transactions,  in  sjonpathy  with  the 
general  conditions  of  international  trade.  A  general 
upward  swing  tempts  imports;  a  downward  swing  stim- 
ulates exports.  True,  the  inflowing  imports  operate  to 
check  the  rise,  but  tJiey  continue  until  it  is  checked. 
And  conversely,  while  the  outgoing  exports  operate  to 
check  the  fall,  they  continue  until  the  check  does  come. 

Lending  operations,  alone  and  by  themselves,  signify 
a  tendency  to  increasing  exports  induced  by  prices  com- 
paratively low.  Borrowing,  on  the  other  hand,  means 
in  the  same  way  a  tendency  to  increasing  imports  in- 
duced by  prices  comparatively  high.  "  Alone  and  by 
themselves  "  —  in  this  sense  and  subject  to  this  restric- 
tion the  propositions  hold  good.  A  country  whose  trade 
has  been  in  equilibrium,  which  starts  on  a  lending 
career,  and  in  which  no  other  new  factors  affect  the 
situation,  must  make  remittances  to  foreign  parts,  and 
soon  will  reach  the  stage  of  effecting  them  through  the 
export  of  goods.  A  coimtry  which  under  similar  con- 
ditions starts  on  a  borrowing  career  will  soon  reach  the 
stage  of  increasing  imports  tempted  by  rising  prices, 
and  will  soon  have  an  "  unfavorable  "  trade  balance. 

Consider  now  the  way  in  which  these  opposite  trans- 
actions formerly  took  place  in  the  United  States,  and 
the  way  in  which  they  are  likely  to  take  place  in  the 
future.    During  the  pre-war  period  the  United  States 
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8t31  was  a  bonawing  covmtrjr.  Therriyy  it  was  under 
the  inflneiiee  of  a  factor  wliieli,  so  £ar  as  it  went,  pro- 
moted adrancinK  piiees  and  imports.  On  the  other 
hand,  as  has  abeady  been  eaqpfadned,  during  this  same 
period  tiiere  were  preponderant  other  faetors,  among 
them  the  aecmnulated  interest  on  old  loans,  woridng  in 
the  opposite  direction.  Our  bonowing,  at  all  ev^its, 
may  now  be  eaqiected  to  cease.  If  tiiere  be  new  transac- 
tions on  capital  account,  they  will  be  rather  in  the  op- 
IXKite  direction.  The  fredh  loans  will  be  from  the 
United  States,  not  to  the  United  States.  And  yet  in 
this  revqrsed  case,  the  net  outcome  of  international 
financing  is  likely  again  to  be  that  other  factcvs  will  out- 
wd{^  and  completely  counteract  the  new  transactions 
on  capital  account.  Just  as  interest  ranittances  from 
the  United  States  on  account  of  past  loans  had  offset  the 
pre-war  bonowiog,  so  interest  ranittanees  io  the  United 
States  will  probaUy  offiset  post-war  lending.  So  ns^ 
and  enormous  have  been  the  loans  of  the  war  period  that 
the  interest  r^ooittances  one  way  are  likdy  to  exceed  the 
capital  remittances  the  oth^.  The  net  outcome  <tf  the 
international  leoKling  in  both  cases  proves  to  be  such  as 
to  cancel  the  effect  which  bonowing  akvne  would  have. 
The  balance,  as  regards  this  c<»mected  pair  <tf  (^)era- 
tioDs,  will  be  the  other  way  from  what  it  was  before  the 
war.  International  credit  operations  will  tend  to  rising 
prices  and  swelling  imports* 

In  other  words,  the  extraordioary  overturn  in  credit 
relations  means  the  disappearance  <tf  what  was  formerly 
an  export-inducing  factor.  Remittances  wiD  no  longer 
have  to  be  made  in  anything  like  the  vohime  of  pre-war 
times  from  the  United  States  to  Europe  (»i  account  of 
interest  and  profits  derived  from  foreign  investments  in 
this  country.  The  only  way  in  which  international 
financing  mi^t  continue  to  wort:  in  this  same  direction 
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would  be  through  large  fresh  loans  on  capital  account 
from  the  United  States  to  European  countries;  in  other 
words,  through  a  reversal  of  our  position  not  only  on 
income  accoimt,  but  on  capital  account  as  well.  I  have 
aheady  expressed  my  skepticism  with  regard  to  the  com- 
mon expectation  that  loans  will  be  made  by  the  United 
States  on  a  great  scale  during  the  immediate  future, — 
no  longer  for  purposes  connected  with  the  war  but  for 
the  ordinary  purposes  of  investment.  Doubtless  there 
will  be  a  considerable  flare-up  of  such  advances  during 
the  first  stage  of  post-war  dealings;  thereafter  probably 
a  slackened  movement.  No  one  can  predict  what  pro- 
portions transactions  of  this  kind  will  assume.  In  their 
absence,  or  in  the  event  of  their  assuming  no  vast  di- 
mensions, the  outcome  of  the  sudden  change  from  a 
debtor  to  a  creditor  position,  through  its  combined 
influence  on  principal  and  interest,  will  be,  to  repeat, 
m  the  direction  of  increasing  imports  and  rising  prices. 
The  entire  series  of  changes  which  thus  result  from  the 
shift  of  the  United  States  from  a  debtor  to  a  creditor 
position  are  quite  beyond  the  range  of  experience.  In 
all  past  operations  of  the  kind,  such  transitions  have 
been  spread  over  a  period  of  many  years,  indeed  over 
generations.  With  us  the  change  has  taken  place 
abruptly.  The  corresponding  change  in  our  merchan- 
dise balance  and  in  our  general  international  balance 
has  not  yet  been  effected.  The  readjustment  of  inter- 
national trade  to  the  new  conditions  must  still  be 
awaited.  And  this  readjustment,  which  is  the  real  and 
substantial  one,  cannot  take  place  with  the  same  abrupt- 
ness as  the  financial  shift  which  is  its  impelling  cause. 
Some  years  are  likely  to  elapse  before  a  new  and  fairly 
stable  equilibrium  of  merchandise  balances  is  reached. 
And  diuing  this  period,  it  need  hardly  be  said,  new 
forces  may  enter  or  old  ones  may  become  stronger  or 
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weaker.    The  ultimate  outcome  will  be  the  result  of 
many  and  mterwoven  factors. 

One  element  in  the  situation  has  an  influence  pecul- 
iarly difficult  of  prediction.  This  is  the  underlying  and 
dominant  one  of  the  demand  for  international  comr 
modities  in  the  United  States  on  the  one  hand,  in  foreign 
coimtries  on  the  other.  Tlie  foreign  demand  for  our 
goods  may  become  keener,  our  own  demand  for  foreign 
goods  less  keen.  Or  precisely  the  opposite  combination 
may  appear:  oiu:  demand  for  foreign  goods  may  become 
keener  and  their  demand  for  ours  less  keen.  I  suspect 
that  during  the  pre-war  period,  and  indeed  throughout 
the  period  from  1873  to  1913,  the  foreign  demand  for 
oiu:  goods  was  not  only  great,  but  was  tending  to  become 
greater  year  by  year.  It  was  this  circumstance  which 
seems  to  have  made  it  comparatively  easy  for  the 
United  States  to  meet  the  heavy  international  debit 
charges  of  that  period.  During  the  war,  further,  the 
foreign  demand  for  oiu:  goods  was  abnormal,  almost  in- 
satiable. And  so  it  has  remained  also  during  the  period 
immediately  succeeding  the  war.  But  what  will  be  the 
situation  when  the  world  once  again  settles  down  ? 
What  is  to  be  expected  two  or  three  years  from  now^ 
what  five  or  ten  years  from  now  ?  It  is  certain  that 
nothing  like  the  demand  of  the  war  period  is  to  be  ex- 
pected imder  the  conditions  of  peace.  It  would  seem 
probable,  in  view  of  the  industrial  conditions  to  be  fore- 
seen for  the  next  decade  or  two,  that  there  will  be  relax- 
ation as  compared  with  the  intensive  demand  of  the 
pre-war  period.  European  countries  will  go  through  a 
long  and  trying  period  of  recuperation  and  economy. 
Their  demand  for  American  goods  promises  at  most  only 
to  equal  in  intensity  that  of  the  pre-war  pmod.  On  this 
score  we  can  hardly  expect  a  turn  of  events  such  as  will 
dffset  the  less  imjuedictable  changes  noted  in  the  pre- 
ceding paragraphs. 
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When  changes  in  the  mtemational  movement  of 
goods  and  money  are  spoken  of ,  and  the  accompanying 
changes  in  price  levels,  the  tacit  assumption  of  eco- 
nomic theory  is  always  that  of  an  unchanged  general 
level  in  the  world  at  large.  The  actual  course  of  events 
during  the  pre-war  period  obviously  had  been  out  of 
accord  with  any  such  assumption.  Reasoning  based 
upon  it  was  in  need  of  modification  before  it  could  be 
applicable  to  the  situation  of  the  past,  and  needs  to  be 
no  less  modified  to  be  of  service  in  forecasting  the  future. 

During  the  first  years  of  the  present  century,  prices 
were  moving  upward  the  world  over.  In  such  a  time, 
currents  of  international  trade  which  under  stable  con- 
ditions would  have  led  to  a  fall  in  prices  in  a  given  coun- 
try might  serve  simply  to  maintain  the  existing  level  in 
that  country.  The  same  cmrents  would  then  lead  to  an 
intensified  upward  movement  in  other  countries.  Some 
such  modification  of  the  conditions  assumed  in  ordinary 
theory  seems  to  have  been  observable  during  1900-13 
in  the  relations  between  tropical  countries  on  the  one 
hand  and  the  advanced  countries  of  the  temperate  zone 
on  the  other.  In  the  former  the  general  level  of  prices 
was  comparatively  little  changed.  In  the  latter  the 
advance  was  marked,  continuous,  and  rapid. 

The  war  itself  now  has  brought  a  revolution  in  mone- 
tary conditions  even  more  striking  than  that  of  the  pre- 
war period.  Not  a  coimtry  has  escaped  the  throes  of 
inflation.  Not  a  country  can  escape  the  need  of  mone- 
tary readjustment.  I  see  no  reason  to  expect  that  the 
gold  standard  will  be  definitively  abandoned.  Much  as 
has  been  said  in  favor  of  an  international  agreement  for 
an  entirely  different  monetary  basis,  nothing  of  the  kind 
seems  within  the  range  of  the  practicable.  The  resmnp- 
tion  of  gold  payments  will  be  striven  for  everywhere. 
How  soon  and  how  completely  it  will  take  place  on  the 
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continent  of  Europe  it  is  quite  inqx)68ible  to  predict. 
But  the  eaqpedi^its  rescHted  to  during  the  war  are  likely 
in  any  event  to  leave  bdiind  them  as  a  residuum  a  much 
larg^  use  of  paper  money  than  has  been  made  in  the 
past.  The  circulating  medium  of  European  countries 
win  not  again  be  permeated  by  gold  to  the  extent  that  it 
was  in  former  times  in  countries  like  Germany,  France, 
and  En^^d.  The  net  outcome  of  resumption  and  of 
movements  in  the  direction  of  resumption  is  likely  to  be 
a  range  of  prices  below  that  of  the  war  period  itself,  yet 
by  no  means  as  low  as  that  of  the  pre-war  period.  A 
similar  trend  may  be  expected  m  the  United  States. 
A  moderate  process  of  deflation  will  set  in  —  a  weari- 
some adjustment  to  a  somewhat  lower  monetary  scale. 
In  a  general  situation  of  this  kind  the  influence  of 
the  international  factors  may  be  concealed;  yet  it  will 
not  be  obliterated.  The  changes  in  international  trade 
and  international  payments  apparently  will  be  such  as 
would  lead  by  themselves  in  the  United  States  to  in- 
flowing specie  and  rising  prices.  Modified  as  they  must 
necessarily  be  by  the  monetary  conditions  at  work 
through  Uie  entire  world,  their  influence  will  rather  be 
that  of  preventing  the  decline  in  prices  from  being  (M 
great  as  ii  would  otherwise  be.  With  resumption  of  specie 
payments  in  European  countries  and  with  a  level  of 
prices  such  as  was  reached  in  the  United  States  during 
the  war  and  maintained  immediately  after  the  war,  we 
may  expect  an  outflow  of  gold  rather  than  an  inflow. 
But  that  outflow  will  be  less  than  it  would  have  been 
had  not  the  debit  and  credit  items  in  our  international 
transactions  shifted  so  greatly.  Prices  may  be  expected 
to  fall,  and  with  them  money  incomes.  They  will  not 
fall  so  much,  however,  as  they  would  have  fallen  had  the 
redistribution  of  the  gold  supply  taken  place  under  con- 
ditions similar  to  those  of  the  pre-war  period.   We  shall 
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not  retain  as  much  of  that  enormous  accumulation  of 
gold  as  we  should  have  otherwise  retained.  But  we  shall 
keep  a  larger  proportion  than  we  should  have  kept  under 
more  normal  conditions.  We  shall  feel  the  influence  of 
declining  prices,  but  not  as  markedly  as  other  countries 
wiU. 

F.  W.  TAUSBia. 
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RAILROAD  VALUATION  BY  THE  INTERSTATE 
COMMERCE  COMMISSION 

SUMMARY 

Intiodiiction:  I^ogreai  of  the  IntenUle  Commeroe  CoomilaBioa 
yaliim«aoB«,22.— L  The  CnmmMMnn's  RcptDduction  Hypothem,  25.  — 
The  reprodiietkm  proKnin,  26.  —  Topogra^Aical  oooditaona,  31. — Con- 
Jtngjpnnm,  34.  —  IL  Cost  of  Beptoduction,  37.  —  Orguiisatkm  <d  the 
work,  39.  —  Bmh  of  the  uxttntary,  40.  —  EstmiateB  and  &ron,  41.  — 
Unit  prices,  44.  —  CoauniBBon  ptoeedure,  47.  — Eiqpert  teathnony ,  47. 
—  "  Orerfaead  dMises,"  48.  —  Interest  during  eonstroetian,  62.  —  m. 
Depreciatioii,  54.  —  Second  hsnd  mftteruJs,  55.  —  ObsoleBoeooe  or 
"  functiODftl  depreciation/'  55.  — Observation  and  estimate,  57.  —  De- 
ferred maintenance  as  depredation,  60. — Capacity  for  service,  62.^ 
Maintcanance  as  investment,  64.  —  lY.  Land,  67.  —  Present  value  of 
land,  68.  —  Commiasion  ptoeedure,  60.  —  Texas  Midland  controveny, 
70.  —  Land  valuation  and  condemnation  practice,  75.  —  Hypothetical 
cost  of  reacquiring  land,  78.  —  Minnesota  Rate  cases  on  land  valuation, 
79.  —  "  Railway  value,"  81. —Value  and  cost,  83. —The  unearned  in- 
crement, eamingB  and  value,  85. 

The  skeptic  who  characterized  the  Raibroad  Valua- 
tion Amendment  to  the  Interstate  Ck)mmerce  Act  as 
legislation  which  directed  an  attempt  to  achieve  the 
impossible,  has,  prima  facie,  been  discomfited.  Tenta- 
tive valuations  have  been  served  on  forty-five  carriers; 
extensive  hearings  have  been  held;  and,  for  the  Texas 
Midland;  the  Winston-Salem  Southboimd  and  the 
Kansas  City  Southern  roads,  formal  findings  and  orders 
as  to  "  basic  facts  "  have  been  published.^    The  Inter- 

1  Texas  MidUuid  RailitMul.  1  Valuation  Reports  of  the  Interstate  Commeroe  Com- 
miasbn  (Val.  Rep.).  1;  Winston-Salem  Southbound  Railway,  1  VaL  Rep.  187;  Kansas 
(^ty  Southern  Railway.  1  Val.  Rep.  223.  In  the  Kansas  City  Southern  case.  Commis- 
sioners Aitohison  and  Eastman  did  not  participate,  and  Commissioneri  Danids  and 
Hall  dissented,  indioating  substantial  differences  of  opinion.  Pp.  266-274.  The  Tens 
■Midland  opinion  describes  the  methods  and  theories  of  the  Commiasion  in  nteiuot  and 
parallel  issues  appearing  in  the  Winston-Salem  Southbound  and  Kansas  City  Southern 
casBS  are  decided  by  reference  to  the  stand  taken  in  the  preliminary  and  test  case.    Ex- 

22 
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state  Commerce  Commission  promises  "substantial 
accomplishment ''  of  the  engineering  field  work  by 
January  1,  1920,  and  a  completion  of  the  necessary 
engineering  office  work  shortly  after  the  end  of  that 
year.  It  is  thought  also  that  the  accounting  investiga- 
tion can  be  expedited,  since  the  Commission  will  expe- 
rience less  difficulty  in  competing  for  the  services  of 
qualified  accountants.  And,  with  the  carriers  better 
Mb  to  furnish  the  necessary  land  data,  it  is  hoped  also 
to  complete  that  phase  of  the  work  before  the  end  of 
1920.^ 

But  in  none  of  the  tentative  valuations  has  a  single 
sum  been  set  as  the  "  value  *'  of  the  carrier's  property. 
Indeed,  the  tentative  valuations  do  not,  strictly  speak- 
ing, contain  figures  of  "  value  "  at  all.  There  is  a  sum- 
mary of  "  cost  of  reproduction  new  "  and  of  "  cost  of 
reproduction  less  depreciation''  of  the  railroad  plant 
(excluding  land) ;  of  the  "  present  value  "  of  land;  and 
of  ori^nal  cost,  where  data  were  found.  But  there  is  no 
figure  piuporting  to  represent  the  "  value  "  of  the  rail- 
road. Such  a  figure  the  Commission  now  promises  ulti- 
mately to  fix,  tho  recognizing  that  the  Act  might  be 
mterpreted  to  eliminate  that  responsibility.' 

ccpt  the  tentethre  rmluAtioDS  of  the  Kunniw  City  Southern,  the  Atlanta,  Birmingham  and 
Atlantic,  the  Los  Angeles  and  Salt  Lctke,  and  the  Norfolk  Southern,  the  reports  thus  far 
pobGahed  have  had  to  do  only  with  relatively  unimportant  "  short  lines.*'  At  the 
Wasfaincton  hearings  of  January-February,  1017,  Mr.  Thomas  W.  Hulme,  Vioe  Chair- 
man <A  the  Railroad  Presidents'  Conferenoe  Committee,  protested  that  neither  the 
Texss  Midland  nor  the  A.,  B.  &  A.  eould  "  properly  be  taken  as  a  typical  or  representa- 
tire  case."  He  asked,  therefore,  **  That  final  decision  in  these  cases  be  not  made  imtil 
there  shall  have  been  hearings  in  other  cases  which  are  fairly  r^resentative  of  the  rail- 
roads of  the  country."  Hearings,  p.  17.  Mr.  Hulme  did  not  specify  what  carriers  might 
be  accepted  as  representative;  nor  did  he  state  a  test  by  which  to  determine  a  represen- 
tative carrier.  Bffr.  Pierce  Butler  spoke  in  similar  terms:  "  We  thought .  .  .  that  it  was 
Bot  a  good  railroad  to  take  as  a  test  or  typical  case."  P.  66.  The  publication  of  the  Com- 
miaian's  opinion  represents  the  overruling  of  these  contentions. 

>  Tlurty-seoond  Annual  Report,  I.  C.  C,  p.  56. 

s  Texas  Midland,  1  Val.  Rep.  1.  6;  Winston-Salem  Southbound.  1  VaL  Rep.  187, 
U8:  KanMS  aty  Southern,  1  VaL  Rep.  223.  229. 

The  decision  ultimatdy  to  make  a  finding  of  "  value  "  upheld  the  contention  of  the 
tUotneys  for  the  carriers,  see  Teias  Midland  Brief  of  Pierce  Butler  and  Leslie  Craven, 
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The  Texas  Midland  opinion  contains  the  assurance, 
however,  that  all  of  the  ''  basic  facts ''  upon  which  a 
judgment  is  to  be  fonned  are  before  the  Commission, 
and  that  the  issues  as  to  these  are  ''  wholly  independ- 
ent "  of  what  should  be  deduced  from  them.  There  now 
remains  "  but  the  one  step  of  deducing  from  the  facts 
stated  the  sum  to  be  foimd."  And,  in  the  meantime, 
the  '*  basic  facts ''  shown  in  the  tentative  valuations 
(with  minor  corrections)  are  made  ''  final.''  ^  In  the 
Winston-Salem  Southboimd  case,  the  Ck}mmis8ion  cites 
its  previoiis  opinion  and  makes  findings  of  "  underlying 
facts,"  upon  which  it  promises  ultimately  to  state  ^'  a 

Auiuit  1, 1017  Omrnttn  oitod  m  Tom  Midkad  BricO.  P-  81  ud  foUowinc;  but  oom- 
ptat  AtlaaU,  Rinningham  and  Atlaatie  Biief  of  W.  G.  Bnntley,  Deeember  1,  1917, 
(tiM  A.,  B.  &  A.  Briaf  )•  p.  11  and  fbOowinc.  for  a  eompromiae  point  of  Tiew;  the  Kann* 
City  8oath«ni  Brief  of  Semuel  Untenneyer»  &  W.  Moore,  end  J.  M.  Sooby  (the  KaiHM 
GHj  Southeni  Brief),  p.  3  end  foUowi^  (Reply  Brief),  p.  5;  end  oremiled  the  oonteo- 
tftoB  of  Mr.  Fanell.  the  Bureea  of  YehmtioD*!  iolieitor  (Brief  m  the  Texee  Midbuid 
Cbn*  p.  1  and  fottowint),  and  of  Commieeioner  Ahchieon.  fotmetly  eoKdtor  for  the 
Nat'l  Aii'n  Ry.  Com'is,  Brief,  pp.  10-15  and  foDowii^. 

Theiemie  wae  eimply  one  of  interpretation  of  the  aet,  and  the  baeie  of  the  differeDfie 
of  interpretation  ean  be  eipbined  onty  in  tenne  of  the  act.  The  raifaoada  baaed  their 
eiaim  for  the  ftndinc  of  eneh  a  eiun  on  the  vorde  contained  in  the  title  of  the  net,  **  pco- 
Tiding  for  a  Yahiation  of  the  eeveral  elaeeee  of  property,"  and  npoa  the  pieeeuce  of  the 
word  **  whole  **  in  the  eerenth  paracraph  aa  indicated  below.  The  argument  of  Mr. 
rkrreU  (and  in  eubelance  him  argoment  fbUowe  that  preriouely  adranced  by  the  CaK- 
fbmia  Raiboad  Conunieeion,  Brief  on  Fundamental  Prinapke,  pp.  11-13,  and  Mr.  Max 
Thelen.  of  that  body.  Heazii«e,  Janoary.  101ft.  pp.  7-23)  looked  aho  to  the  hAguage  of 
the  act.  The  firet  paragraph  proridee  **  that  the  Conunierion  ehall,  aa  hereinafter  pro- 
Tided,  inTeetigate,  aecertain  and  report  the  Tahae  of  all  the  property  owned  or  need  by 
eivery  common  carrier.  .  .  .'*  The  eignifioant  worde  are  here  held  to  be  the  qualifying 
phreee,  **  ae  hereinafter  prorided.**  einee  the  following  paragraph  lequiiee  the  Commie- 
iion  to  aecertain  and  report  the  three  **  coet  Tahaee  **:  coet  of  reproduction  new,  ooat  of 
production  leee  depreciation,  and  original  coet  to  date.  A  eeparate  paragraph,  d»- 
Toted  to  land,  directed  a  report  of  **  the  original  coet  of  all  lande  .  .  .  and  the  preeent 
value  .  .  .  and  eeparately  the  original  and  preeent  coet  of  condemnation  .  .  .  ineseeei 
of  ench  original  coet  or  preeent  ralue.**  The  eerenth  paragraph  then  reada,  **  eoA  invea 
tigation  ahall  ehow  the  Tahae  of  the  property  of  erery  common  carrier  aa  a  whole  and 
atparately  the  Tahae  of  ita  property  in  each  of  the  eereral  etatea,  .  .  .  nlienifinil  and  in 
detail  aa  herein  required.**  The  carriera  contended  that  the  final  daaae,  **  daaafied  and 
in  detail  aa  herein  required.'*  etc,  did  not  modify  the  phreee,  **  aa  a  whole  **;  Mr.  Vkr- 
leU  and  Mr.  AitchiMn  iaeiated  that  the  phraee  did  eo  eenre  aa  a  modifier,  and  that,  taken 
in  connection  with  the  eame  words  in  the  firet  paragraph,  and  the  nheaififfntiun  of  "  coat 
Tahaea,**  etc.,  the  requirement  of  the  act  was  met,  when  euch  figuree  were  reported. 

1  1  VaL  Repw  1,  6^  But  in  hie  dieeent  to  the  Kaaeae  Qty  Soothera  opinion,  Com- 
miarinnir  Hall  eaye:  **  With  much  in  thie  report  I  am  in  accord,  but,  eren  with  the 
laeerratioaa  which  it  containe  ae  to  further  finding  of '  eingle  Tahae,*  I  am  not  persimded 
that  it  reporti  all  the  facte  of  eubetaace  which  we  are  required  by  the  Taluation  act  to 
leportoramountatoaaobatantialcompliaMetheiewith.**    1  TaL  Bep.  233,  Mfi^ 
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sum  as  the  value  of  the  common  carrier  property 
•  •  .  for  purposes  mider  the  act  to  regulate  commerce/'^ 
And  what  are  these  '^  basic  underlying  facts  ?  "  As 
made  final  by  the  Ck)mmission9  they  include,  in  addition 
to  the  "  cost  values ''  (cost  of  reproduction  new,  and  less 
depredation,  and  original  cost  to  date)  and  the  "  present 
value  "  of  limd,  a  statement  of  the  corporate  and  finan- 
cial history,  a  rewritten  income  account  and  balance 
sheet,  and  a  description,  in  general  terms,  of  traffic  pos- 
sibilities and  operating  conditions.'  Surely  this  is  a 
sufficient  array  of  ''  facts ''  to  satisfy  the  requirement 
of  the  rule  Smyth  v.  Ames  —  even  to  the  "  saving  '* 
clause:  "  we  do  not  say  that  there  may  not  be  other 
matters  to  be  r^arded  in  estimating  the  value  of  the 
property." » 

I.  Thb  Ck>MMiS8i0N's  Refroduction  Hypothesis 

The  tentative  valuations  contain  figures  of  cost  of 
reproduction/  The  totals  of  the  first  half  dozen  follow : 

Reproduetion  new        Lea  d«preoiAtion 
BaOfOMi  ezoept  land  except  Und 

Tens  Midland 3,360,053  2,509,209 

^ITmston-Salem  S.  B 5,121,188  4,753,006 

A.,  B.  A  A. 24,154,998  19,408,810 

BLCSouthem 46,274,363  38,258,909 

N.  O.,  T.  A  M 8,865,636  7,572,886 

E.,  J.  A  E 13,742,023  11,057,598 

1  1  VnL  BfliK  187, 188w    See  •!«>  EnntM  City  Southern.  1  Val.  Bep.  223.  229. 

•  See  the  CommiMion's  formal  orders,  Teias  Midland,  1  VaL  Rep.  1.  73.  80;  Wine- 
ton-Salem  Soothbonnd,  1  VaL  Rep.  187.  202;  Kansas  Giy  Southern,  1  Val.  Rep.  223. 
27ft.  The  Engineering.  I*nd  and  Aooounting  Reports  are  by  reference  made  part  of 
theee  otdeiB.  Ttozas  Midland,  p.  79;  Winston-Salem  Southbound,  p.  206;  Kansas  City 
Bontheni,  p.  321.  The  Railway  Age  Gaaette  was  gratified  '*  that  the  bill  passed  by 
Congress  seems  to  proTide  fully  for  a  valuation  that  shaU  include  all  important  faotora." 
VoL  64,  p.  421. 

>  109  U.  a  466.  546.  See  the  writer's  Railroad  Valuation  (hereafter  cited  as  Rail- 
road Vahiation).  pp.  15-23.  The  purpose  of  the  present  study  is  to  bring  to  date  the 
'*«"'^iTT**^  of  that  Tolume.  Where,  therefore,  the  pceeent  argument  can  be  abridged, 
refcreiMe  to  the  diseussion  eontained  therein  is  given  in  the  footnotes,  the  aim  being  to 
■void  duplication. 

*  The  following  is  an  interesting  paragraph  from  Mr.  Brantley: 

**  The  eonsnming  love  of  accuracy  which  seemingly  now  controls  the  view  of  those 
opposing  the  eost  of  reproduction  method  for  detennining  the  value  of  carrier  lands  .  .  . 
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An  understanding  of  the  governing  hypothesis  and  of 
the  methods  of  arriving  at  these  figures  is  essential 
before  a  judgment  as  to  their  possible  usefulness  in  the 
determination  of ''  value  "  can  be  expressed. 

Assuming  the  ''  mental  obliteration  "  of  the  existing 
railroad  (abandoned  sections  are  not  inventoried),^ 
what  will  be  the  cost  of  its  "  hypothetical  reproduc- 
tion '*  *  —  "  under  present  conditions,  by  present  meth- 
ods, and  at  present  prices  ? ''  *  The  non-existence  of 
the  railroad  is  assumed,  while  all  other  conditions  are 
taken  as  existent  on  valuation  date.^  Only  the  railroad 
disappears.  There  shall  then  be  a ''  rational  conception 
of  the  process  of  reproduction." » 

ii  mora  Umui  tlnate  .  .  .  b>e>i»e  H  oTwlooks  the  tMt  that  tbflra  im  Mueely  a  ficare  or 
•tetemnt  in  Um  tatttftttrv  rwhml&aa  of  protaiteiit's  ptopwlks  whieh  m  not  a  mare  aetf- 
m*te.  or  in  otiMr  wonK  the  opinioo  of  eomebody.**   A..  B.  &  A.  Brief,  p.  822. 

It  umj  be  eeid.  howerer,  that  the  OommiaMon  baa  reeocniaed  that  eoat  of  raprodiM- 
lioB  ia  **  at  beat  an  eatunata.**    T^aa  Mtdlnad.  1  VaL  Ba|».  1.  16l 

1  Tana  Ifidbmd,!  VaL  BaiK  1.54.115:  KavM  Oky  Sontham,  ibid.,  pp.  228,  MS. 

•  IVoaty.  Memorandum,  T^aa  Midland  Railroad,  p.  9. 

•  Ibid.,p.6L 

«  **  Tbia  method  of  eatimatii^  eoat  of  leprwhietion  new  ia  nttneicnd  by  the  Bfinn»- 
aola  Raiboad  and  Warehooae  Oommimion  aa  beinc  vtthin  the  prohibttioii  annonnieed 
...  in  the  Bfinneeotn  Rate  Caece.  It  ia  eootended  thnt  thia  dedakm  eoodanned  nny 
eoat  of  reproduction  new  aefeHained  by  an  aasumption  of  the  nonexisteiiee  of  the  rail- 
foad  under  Tahmtion  while  nt  the  tnme  time  awnwinf  the  eiiateiiee  of  fit  lea,  indue  tiiea, 
nnd  otiMr  derelopmenta  alontwdi  the  rwQrond.  .  .  . 

The  Minneeota  eommianon  further  eontendi  that  we  hnre  ooualined  the  worda 
**  eoat  of  reproduetion  new  **  too  literally;  thnt  **  eoat  of  reproduetion  new  **  ia  in  ranfity 
n  mianomer,  and  that  what  ahould  be  lepoited  ie  inrentory  Tahae  at  rahmtioB  date.  In 
other  worda.  we  ahould  aaeeriain  the  eoat  of  the  railroad  property  aa  it  atnnda  on  Talnn- 
lion  date  without  tnkinc  into  eonaideration  any  e»penae  which  would  be  ineurred  by 
maian  of  thn  fan!  that  it  wnnM  ha-m  tn  bn  hnilt  By  appKyinc  thia  method  to  the  iiwtnnt 
eaae.  it  ie  aaaerled  that  the  ficura  reported  by  ua  ia  too  hich  by  at  leaat  2030^151,  or 
appronmately  23  per  cent  .  .  .  We  cannot  accept  the  Tiew.**  Tezaa  ^^»'«*'H.  1  VaL 
Rep.  1. 11. 12. 

Seetheargumentaof  MeaKa.FlanneryandElmquiat:  the  former.  Heari^a.  Decem- 
ber. 1017.  pp.  70. 77.  the  latter.  Hearinci.  January.  1017.  p.  51.  Aaked  by  CoaamMioiMr 
Han  If  thera  waa  not  an  element  of  fiction  in  aaanming  eonatrwetion  to  take  plaea 
orer  nigbt,  Mr.  Ebnquiat  aaid:  **'HMra  ia  not  goinc  to  be  any  recoaatraetion.**  HihL, 
p.  305. 

•  T^aa  Bfidlaad.  1  YaL  Rep.  1. 54.  Mr.  Aitehiaon,  Brief  for  the  Natl  Aaa*n  By. 
Obm*ia.  had  caUad  thia  **  rational  **  proeaaa,  **  the  enraaa  of  imaflnatioB  in  the  leahm 
of  the  traaHwdantal.**    P.  82. 
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Such  reproduction  necessarily  involves  the  securing 
of  a  charter  ^  and  the  raising  of  the  needed  funds.  For 
amplicity  it  is  assumed  that  the  credit  of  all  railroads 
will  be  equally  good.*  Engineering  parties  must  be 
organized  and  placed  in  the  field;  but  their  task  is  a 
much  simpler  one  than  that  faced  by  the  original  sur- 
veyors. For,  through  the  country  side,  and  in  the  heart 
of  the  great  dty,  there  is  a  long  stretch  of  vacant  land, 
corresponding  to  the  exact  site  now  occupied  by  the 
railroad.'  Alongside,  great  industrial  plants  (dependent 
for  their  very  life  upon  the  presence  of  the  railroad) 
continue  to  operate,  receiving  and  delivering  freight. 
But  these  plants  do  not  encroach  upon  the  right  of  way. 
If  so,  it  would  be  less  easy  for  the  engineer  who  —  in- 
stead of  running  preliminary  surveys,  indulging  in ''  sup- 
posititious groping  around  the  country  "  ^  —  is  to  walk 
to  the  exact  spot  where  the  road  now  exists,  and  to 
stumble  at  once  on  the  best  route.  It  would  seem  hardly 
necessary  for  him  to  do  more  than  verify  the  center 
line.*   His  task  is  next  to  prepare  what  he  conceives  to 

1  T^iM  Midland.  1  VaL  B«p.  1,  80. 

*  Ibid.,  p.  31.  See  Prouty,  Memorandum,  T^xas  Midland  Railroad,  p.  42,  and 
faptoaSty  Notes  and  Comments  thereon  by  Messrs.  Butler  and  Craven,  p.  158,  where  it 
is  indicated  that  such  assumption  is  a  departure  from  a  strict  "  reproduction  "  hypoth- 
esis. The  credit  of  all  railroads  is  not  by  any  means  the  same;  nor  would  it  be  in  th« 
erent  of  reproduction,  unless  the  assumption  be  made  that  all  other  things  are  equaL 

Tlieae  are  heireafter  cited  as  Prouty,  Memorandum,  and  Notes  and  Comments. 

>  This  holds  true  even  tho.  when  the  original  line  was  oonstnioted,  buildings  were 
wrecked.    See  Hearings,  January,  1917,  pp.  40-46;  also  A..  B.  h  A.  Brief,  pp.  97. 98. 

«  Mr.  Aitchison.  Brief  for  Natl  Ass'n  Ry.  Com'rs.  p.  101. 

%  ••  The  tentative  valuation  includes  a  sum  of  $9,200  for  *  location  engineering  for  a 
period  of  four  months,  at  an  average  eTi;)ense  per  month  of  $2,300.'  The  propriety  of 
this  ukdosion  is  questioned  by  the  valuation  committee  of  the  National  Association  of 
Railway  and  Utilities  Comnussioners,  for  the  reason  that  it  represents  reconnaissance, 
sa  obvious  conjectural  erpense  incurred  in  supposititious  groping  throxigh  the  country 
for  loeatiotts  which  are  not  used.  Such  an  expense,  it  is  argued,  should  not  be  included 
b  the  reproduction  ooet  of  a  railroad,  the  exact  location  of  which  is  known.  In  the  oon- 
itmetioa  of  a  new  railroad  it  is  necessary  to  reconnotter,  lay  out  Unes,  and  engage  in 
eonsideraUe  prdiminary  woric  in  order  to  secure  the  most  advantageous  route.  Such  a 
program  ie  not  necessary  in  a  theoretical  reproduction  of  a  property  under  valuation. 
The  H^'ir^^**  of  an  amount  to  cover  expenses  of  this  character  is  incorrect.  Cost  of 
leprodoetian  new  ie  the  eost  of  reprodueinc  the  existing  line  of  railroad."  T^xas  Mid- 
Isad.  1  YaL  Bei>.  1,  28. 
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be  ''  the  most  practicable  and  economical  program  for 
the  construction  of  the  road."  ^ 

In  fixing  upon  this  program,  the  engineer  is  not  gov- 
erned by  the  history  of  the  road: '  —  he  is  to  assume 
that  he  is  entering  upon  an  entirely  new  venture,  but 
one  where  the  uncertainties  faced  in  original  construc- 
tion need  not  be  faced.*  Tho  actual  construction  began 
at  the  east  end,  he  may  begin  at  the  west;  ^  tho  the 
original  construction  required  four  years,  he  may  finish 
in  three.*  His  problem  is  further  simplified  by  the  fact 
that  he  has  at  his  conmiand  all  existing  means  of  trans- 
portation (except  the  road  imder  reproduction),  whether 
or  not  the  competing  and  connecting  lines  were  in  exist- 
ence when  the  road  was  built.  The  accident  of  owner- 
ship is  therefore  important.  Had  the  Texas  Midland 
been  absorbed,  say  by  the  St.  Louis  Southwestern/  the 
latter  road  would  not,  as  now,  be  available  to  haul  men 
and  materials.  Conceivably  a  different  construction 
program,  and  a  different  cost  of  reproduction  would 

1  TtsxMB  MkUand.  1  Val.  Rep.  1.  11.  In  its  Kaomm  City  SootlMra  opfaiioa  tlw 
Comminion  tud  on  this  point:  "  An  ficonomicd  production  of  tlM  pio|Wit<y  of  tbo 
Mrrier  would  render  unneoeeeary  the  ezeaTmtion  of  this  material  in  the  aame  maniMr 
••  it  waa  ezearated  in  oricinal  eonetruetion  and  for  thia  reaioa  it  has  no  plaee  in  ooat 
of  reproduction  new.'*    1  VaL  Rep.  223. 244. 

*  An  iUustration  appears  in  the  Tens  Midland  opinion: 

**  It  often  happena  that  the  track  waa  at  firat  supported  upon  a  timber  trsalle  whSoh 
later  was  filled.  The  eristing  structure  ia  an  embankment,  which  oontaina  upon  the 
inside  the  original  trestle.  In  the  inrentoryinc  of  the  property  this  ia  measuieJ,  eom- 
puted,  and  priced  as  though  it  was  simply  an  embankment,  no  lefeienee  whaterer  being 
made  to  the  trestle.  In  applying  the  price  the  engineer  inquires  whether  approved  eon- 
struetion  would  rsquire  the  erection  of  a  temporary  trestls  from  which  the  embaakment 
would  be  built,  or  whether  the  embankment  should  be  constructed  without  the  eipenss 
of  such  trestle*  or  so  much  of  it  as  has  not  decayed.  If  good  eooatraetion  woukl  requiie 
a  temporary  trestle,  then  proper  aUowanee  is  mads  for  the  same;  oUMnrisa  the  ptioa  is 
determined  as  though  no  trestle  had  erer  existed.**    P.  117. 

>  TtxMB  Midland.  1  VaL  Rep.  1,  25,  143. 

«  Comments  on  the  Reproduction  Cost  New  of  the  A.,  B.  &  A^  E.  M.  Dinham, 
Special  Engineer,  p.  20. 

»  Protest,  N.  O.,  T.  «  M.,  pp.  lS-21;  W.-S.  &,  pp.  11.  12;  A.,  B.  «  A.  pp.  18. 
25,  etc 

•  Or  had  the  Winston-Salem  Southbound  been  built  as  a  system  line  by  either  the 
Norfolk  h  Western,  or  the  Atlantic  Coast  Line  (the  joint  owners). 
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result.^  Likewise  if  the  Pacific  coast  extension  of  the 
St.  Paul  had  not  been  built,  a  different  construction 
program  for  the  Northern  Pacific  would  be  necessary, 
from  the  program  now  available.  That  line,  extended  as 
a  pioneer,  carried  materials  over  its  completed  portion 
to  the  end  of  track*  Now  that  the  St.  Paul  is  built,  it 
can  receive  men  and  materials  at  many  points  along  the 
line.  And  prosecution  of  the  work  simultaneously  in 
many  sections  very  much  reduces  the  total  construction 
period.* 

*  Sm  Um  diieuMion  of  the  hneginary  **  material  yards."  Hearings.  Deeember,  1917, 
pp.  79-85;  Texas  Midland  Rq>ly  Brief,  p.  321.  The  Commission's  engineering  pro- 
gram for  the  A.,  B.  &  A.  is  shown  in  Hearings.  December,  1017.  pp.  83, 84;  for  the  Texas 
Midland.  March.  1017.  pp.  9(M-022. 

*  1  VaL  Bep.  82.  130,  157.  See  Pkouty,  Memorandum,  p.  44.  The  railroad  repre- 
sMiUtiiiM  hare  not  objected  to  the  application  of  the  hypothesis  in  these  terms.  Hear- 
§]«».  May.  1015.  pp.  82.  80;  Carrier  Valuation  Brief  of  1015,  pp.  35^7.  61, 82. 

Mr.  Worley  dcacribed  the  process  of  fixing  upon  a  construction  period  for  the  Kansas 
CItar  Sootheni  in  the  following  language: 

**  The  eonstmction  period  on  the  Kansas  City  Southern  was  determined  after  careful 
•tody  of  an  the  faeilitiea.  the  conditions  of  aU  the  lines,  other  railways,  the  time  that  it 
had  taken  to  eooatruet  the  indlTidual  sections,  and  many  other  matters.  Wereaohedthe 
determination  by  exactly  the  same  processes  that  we  used  in  reaching  all  these  condu- 
■ooa.  I  befiere  that  this  is  as  far  as  I  can  answer.  We  fixed  three  years  approximately. 
.  .  .  We  made  a  careful  study  of  all  the  railroads  along  the  Kansas  City  Southern,  the 
facilities  for  getting  in  equipment  and  material,  and  all  other  related  matters,  made  a 
study  of  the  actual  time  consumed  in  constructing  the  rarious  sections,  and  it  seemed  to 
us  that  the  rarious  sections  could  be  constructed  in  a  less  period;  that  a  three-year 
period  was  a  fair  period,  and  that  is  about  the  general  study  that  was  given  that  mat- 
ter. .  .  .  We  dirided  the  road  up  into  districts,  you  might  say.  in  that  we  took  each 
intersecting  point  where  a  foreign  railroad  touched  the  Kansas  City  Southern,  and  we 
ascertained  the  distance  between  that  and  the  next  railroad  point,  and  we  ascertained 
the  average  distance  that  it  would  have  to  go  from  each  point  for  the  center  of  grading 
actiTity.  We  assumed  that  construction  work  could  be  carried  on  from  each  of  those 
points.  We  made  our  assumption  on  the  basis  that  the  facilities  were  there  and  work 
could  be  carried  on  from  each  of  thoee  points.  We  did  not  assume  that  a  certain  number 
of  teams  or  a  certain  number  of  men  were  to  be  unloaded  at  that  particular  point  on  a 
particular  day.  We  considered  the  facilities  for  doing  the  work,  but  not  the  chrono- 
logical order  in  which  each  mile  would  be  done.  We  did  not  make  a  computation  as  to 
where  each  piece  of  work  would  begin.  We  did  not  make  an  analysis  of  where  the  work 
would  begin  at  this  town,  or  this  block,  or  this  road.  We  considered  that  the  facilities 
were  there  and  left  the  matter  whether  a  particular  contractor  would  begin  at  any 
particular  station  or  not  to  his  own  discretion,  if  he  wanted  to  consider  it  from  that 
liewpoint. 

"  I  made  a  study  of  the  time  actually  consumed  in  the  original  construction  of  the 
various  sections  of  the  road,  and  aho  for  the  construction  of  the  whole  road. 

"We  had  this  information  and  it  was  studied  from  many  angles.  We  ascertained  the 
eonstmetion  period  of  many  other  pieces  of  property  and,  as  I  recall,  I  think  at  one  time 
eaily  in  the  work  we  bdHt  up  an  entirely  synthetical  program,  endeavoring  to,  and  I  do 
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Tie  *'-^^***^  for  npnAttoam  cone  £ram  the  most 
snuhbfe  prettmi  source.-  afafao  Mr.  RpoiitT  indicated 
tittt  if  tfaoe  wme  Kit  enoodi  auad  m  die  phB  <tf  tl^ 
Mirflanri  jjimjgih  u>  bAlk^  die  road,  it  woald  be  ash 
floiied,  **  for  repfodnrtkn  parposes.''  xo  have  been  put 
haek.^  Ordizianhr  the  leprDducoac  k  in  kind,  altho,  for 
the  A.,  B.  k  A^  open  heaztih  sted  has  been  ''sub- 
smuted  '*  for  the  Bessemer  nil  kid  before  the  carrier 
had  a  Binnin^iiam  tenninaL'  and  for  the  Texas  Mid- 
land, treated  pine  timbos  hare  been  *'  substituted  '* 
fat  the  unavailable  bets  d*air.^  But  rriay  rails  are  re- 
pnxluced  not  ••new,"  but  as  •*rday'*:*  locomotives 
bouglit  second  hand  are  reproduced  as  ••  new  "  second 


1 M  to  tke  ae«Ml  cnHfirBEOOK  vsM*  of  tkM  ncsiaM  or  the  road  or  tib» 
Mi—  Cky  Sutbaa  m  it  i 
«»tiHt.-    Qaottd.  Bcpb^  Bnrf  of  McK*.  Fux«i  I 

ForMr.  JoM'b—b  fim^  ^loathe  I  iMiMtiiMpmodrf  the  A^B.^A^  —  A^ 
K.AA.  BrieC.  p.  SM  aad  foBo^mt. 

&  '  U  mmj  hmxt  htm  tlmi^  ■in— iiy  a  tht  4 
Ifbrft< 

kOf  tkti 


tiiiaadatftB«ehlaM«ip«Mek    ImMchcM»tkt« 

■Htcml  of  thft  flBMnl  IdMi  whk^  »  foMd  i 

plO*  tk*  obteiMv  of  that  ■wtaml  Ijron  thft  Ism  opcHiiv  M««»  flf  I 

teMthaorvMlMMrML**    T^m  Midkad.  1  TaL  Bi|».  U  117. 

«  A^  B.  «  A.  Bnaf .  p^  «S<.    Mr.  MaltfaiiL  ^nii^  l«  tht  SteH  AmTm  «f  By. 
Ooai'ia.  Bflaiiask  Maj.  1915w  p^  W,  ptopcaed  tht  we  of  tha  nii«iail  luiuwof  i 
farpsv«l.tMBaDdtaili.    Mr.  I^nall  vvvk  oanootod  tht  aw  of  tha  i 
tto  laaraad.    **  What,**  he  aakod.  -*  m  gaum  to  bieoi  of  tht  i 
maml"     UU  B.  *  A.  Briaf.  p.  48)  —  what,  iadMd  ? 

•  DarhaiB.  Coauaeats  oathe...A..  &&A.  -*TW  BiniMU  tail  ia  «w  o»  tka 
A^  B.  *  A.  «aa  fooad  to  be  moia  otptama,  fkaiiht  latat  ooaakkrad.  ti^a  tht  opon- 
hMrth  mam  to  be  had  at  BBtkor,**  p.  M. 

«  lVaLBepLl.41.  ItwaiooataadtdbyMr.HelMof  Fiawi  thafwaceboMd'are 
li iailiajimtililii  aad  thew pOtt are  aov in OMateaca ia briditi.  thix  analii  ba airaflabla 
farnprodaetiaa  if  the  toad  were  blotted  oat.**    T^ae  Midkad  Brief,  P^  57«w 

•  1  YaL  BepL  1.  43.    At  p.  35  tht  CnmmwMfia  had  taid: 

"  The  property  to  be  reproduced  it  tht  eiitting  property  at  it  vaa  vhaa  it  aaa  put 
iato  iCa  picttnt  terriee.  Whta  tht  teoordt  of  tht  cawier  claaily  ahow  that  eteoad  hand 
■aterialt  vert  uted  tht  eott  of  reproduetion  atw  will  be  ttriaitttd  for  tht  tase  kind  of 
mirwith  ia  tht  aamt  oonditkm  at  whta  iaataDtd.** 

Stt  Xaa«t  aty  Sovthtm  Brwf.  pp.  117-134,  for  tzteadtd  tipoMtioa  of  earner 
,  wfakh  was  OTtnakd.  Ktiwta  Qty  Soalhan.  1  TaL  Btp.  233.  338. 
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hand  locomotiyes.^  And  a  locomotive  crane,  bought 
second  hand  by  the  Texas  Midland,  is  ''  reproduced  '' 
for  actual  cost  plus  the  freight  from  Cleveland,  Ohio, 
where  the  crane  was  manufactured,  altho  it  had  been 
purchased  at  a  nearer  point  and  the  actual  freight  had 
been  ''  less  than  that  allowed/' ' 

So  also  the  present,  and  not  the  original,  topographical 
conditions  govern  the  reproduction.  ''  If  original  con- 
ditions were  to  govern,  data  concerning  the  work  done 
many  years  ago  could  not  be  obtained  in  many  in- 
stances. .  .  .  The  amount  reported  .  .  .  would  be  the 
result  of  speculation."  *  Therefore,  the  water-course 
which  presented  a  problem  at  the  time  of  original  con- 
struction, but  which  (i>erhaps  because  of  the  change  in 
drainage  resulting  from  the  building  of  the  railroad)  has 
since  disappeared,  presents  no  present  difficulties.  If  a 
swamp  has  been  drained,  the  present  construction  is 
through  nouHswampy  land.  And  if  the  carrier  itself,  in 
order  to  avoid  a  double  crossing  of  a  stream  at  a  bend, 
has  dug  a  cutoff,  that  work  is  not  a  part  of  reproduction 
new.^  Nor  is  riprap  protection  against  streams,^  or  a 
public  improvement  located  off  the  right  of  way,  since 
neither  "  would  not  be  interfered  with  by  a  removal  of 
the  railroad."  •    If  the  public  improvement  were  wiped 

1  Teas  BiidUud,  1  YaL  Rep.  1,  80;  tee  PMtevt.  A..  B.  «  A.,  p.  136. 

s  Proatj,  Memofmadom.  p.  82;  tee  Texas  Midland  Brief,  p.  646;  and  Texas  Mid- 
land, 1  VaL  Rep.  1, 46.  The  dieniwion  represents  an  extreme  example  of  the  mixture  of 
**  eosi  "  and  "  reproduetion  "  oonoepts.  Mr.  Prooty  insisted  that  '*  to  apply  other  than 
a  seeood  hand  priee  would  unduly  inflate  the  oost  of  reproduction  new."  Typewritten 
Beeord,  p.  508.  The  crane  had,  as  a  matter  of  fact,  been  in  use  for  less  than  a  week  at 
the  time  of  the  purchase  by  the  railroad.    Ibid.,  pp.  788,  801. 

»  Texas  Biidlaad,  1  VaL  Bep.  1,  16. 

«  Ibid.,  pp.  116, 11& 

•  Kansss  City  Southern  Brief,  pp.  176-178.  See  Hearincs,  May,  1916,  pp.  38.  89. 
But  in  the  Kansss  City  Southern  case,  1  Val.  Bep.  223,  246,  the  Commisuon  allowed 
npiap  when  **  a  necessary  {tart  of  the  property. 

•  Vkrr«II,TBxas  Midland  Brief,  p.  29;  see  Hearincs,  March,  1917,  p.  67  and  follow- 
inc.    The  tons  of  the  discussioa  is  indicated  by  the  following  excerpt: 
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out  by  the  removal  of  the  track,  its  cost  of  reproduction 
would  be  included.^ 

One  relatively  unimportant  item,  clearing  and  grub- 
bing, has  given  rise  to  considerable  discussion,  discus- 
sion quite  out  of  proportion,  indeed,  to  the  financial 
interests  at  stake.*  The  eastern  section  of  the  Atlanta, 
Birmingham  and  Atlantic  was  originally  built  through 
a  pine  forest,  where  the  presence  of  the  railroad  made 
possible  the  lumbering  operations  which  resulted  in 
clearing  the  land  now  used  for  agriculture.*  Shall  the 
right  of  way  be  considered  as  covered  with  the  original 
forest,  or  shall  it  be  taken  as  tillage  land,  similar  to  that 
adjacent  ?  Applying  the  doctrine  of  "  theoretical  re- 
production," the  Conunission  has  held  that  —  in  a  case 
such  as  that  cited  for  the  A.,  B.  &  A. — "  the  amount  of 
clearing  and  grubbling  which  would  be  performed  to- 
day .  .  .  would  be  considerably  less  than  that  which 
was  done  in  connection  with  original  construction.''  * 
The  rule  of  the  Commission,  approved  as  "  involving 
the  TTiinimnm  of  conjecture,"  is  therefore  to  consider  the 
right  of  way  as  in  the  same  condition  as  adjacent  land. 
If  there  are  no  trees  on  either  side  of  the  right  of  way,  the 
latter  is  treated  as  similarly  devoid  of  trees;  if  a  forest 
adjoins,  even  tho,  at  the  time  of  construction,  the  land 
was  clear,  a  corresponding  growth  is  assumed  to  be  on 

Mr.  FkireD:  **  Now  if  Um  nulroAd  were  wiped  oat  of  exi>teac»  would  those  imbtto 
imptoTomentB  be  wiped  oat  of  ezistenoe  also  ?  ** 

Mr.  Dvrham:  '*  Why  I  eaanot  an»w«r  that  queetkm.** 

Mr.  FkneO:  '*  WeU  joet  what  Mema  to  troukkle  roa  about  aiww«ri]«  t^t  qoe*- 
tionr** 

Mr.  Dvrham:  *' Aa  to  what  would  happen  if  the  railroad  were  wiped  out  of  esMtanoa. 
I  don't  know.** 

I  Tttaa  Midland.  1  YaL  Rep.  1. 10:  but  eee  KaiMat  City  Southwn,  1  YaL  Rep.  228, 
t»,240. 

s  TVsaa  Biidland.  1  YaL  Rep.  1,  14«1«:  Heaiiaci,  May.  1015,  pp.  36, 37;  January. 
1017,  pp.  31-14:  Tnae  Midknd  Brief,  pp.  &M-650:  Prouty,  Meowrandum.  pp.  08, 00; 
and  Notea  and  Commenta,  pp.  13-23. 

»  A.,  B.  4  A.  Brief,  pp.  06-100. 

«  T^aa  Mm"^"***,  1  YaL  Rep.  1,  14. 
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the  ri^t  of  way.^   The  rule  is  made  to  work  both  ways 
—  with  the  balance  against  the  railroad. 

A  seemingly  obvious  inconsistency  emphasizes  the 
artificiality  of  the  reproduction  hypothesis,  which,  it 
will  be  remembered,  assumes  that  only  the  "  obliter- 
ated" railroad  is  rendered  non-existent.  Both  the 
Atlanta,  Birmingham  and  Atlantic  and  the  Winston- 
Salem  Southbound  are  recent  constructions.  When 
crossing  the  tracks  of  an  older  road,  the  jimior  line 
usually  bears  the  expense  of  providing  the  necessary 
bridge  or  interlocking  plant.  But  on  the  theory  that  the 
Atlanta  and  West  Point  owns  the  bridge  built  by  the 
A.,  B.  &  A.,  the  cost  of  reproducing  the  bridge  is  omitted 
from  the  A.,  B.  &  A.  figures.'    The  Atlanta  and  West 

*  Turn  Midknd,  1  YaL  Rep.  1,  10.  qaoted  and  fdUowed.  Kaiimm  City  Southern.  1 
VaL  Sep.  223, 245.  Tbe  theory  of  the  Commieeion  is  justified  in  the  f  oUowinc  words 
byMr.  FkneU: 

**  We  haT*  to  proceed  in  a  praetioal  maoMr  in  estimating  the  oost  of  reproduotion. 
If  we  eaanot  get  in  praotioally  aU  oases  the  eonditions  which  did  exist  when  the  railroad 
was  euuatrueted  it  would  be  abeohitely  wrong,  according  to  my  view,  to  estimate  the  ooet 
of  reproduetioo  new  so  far  as  clearing  and  grubbing  is  concerned,  upon  conditions  which 
aisled  wImd  the  railroad  was  constructed  in  any  case,  for  this  reason  —  we  could  not 
have  unifoRnity.  .  .  . 

**  We  have  to  be  practical,  ...  we  have  to  take  present  eonditions  which  we  can 
see,  .  .  .  wecannotuniformlyapplytheestimateof  the  cost  of  reproducing  clearing  and 
grubbing  unless  we  do  it  upon  present  day  conditions."     Hearings,  January,  1017,  p.  39. 

See  also  the  further  discussion,  p.  40  and  following.  The  attitude  of  the  carriers  is 
sipiiasiiil  by  Mr.  Brantley  (p.  41): 

"  There  is  but  one  way  to  keep  the  record  straight  to  get  away  from  uncertainties 
and  ^>ecu1ations.  and  that  is  to  take  the  record  of  how  much  work  of  this  kind  was  done 
in  tbe  original  construction.  ...  It  is  equally  a  speculation  to  assume  the  non-exist- 
ence of  the  railroad  and  yet  that  the  adjacent  land  is  cleared  land.'* 

*  A.,  B.  &  A.  Brief,  pp.  76,  239-245. 

The  following  from  the  Conmiission's  opinion  in  the  ^i^nston-Salem  Southbound 
ease,  1  YaL  Rep.  187,  193,  sUtes  a  parallel  situation: 

"  In  constructing  the  carrier's  railroad,  it  became  necessary  for  it  to  cross  under  the 
Southern  Railway  at  Lexington,  and  under  the  Seaboard  Air  Line  Railway  at  Wades- 
boro.  and  also  to  install  grade  crossings  with  the  Southern  Railway  at  Winston-Salem 
and  at  Albemarie.  As  the  Southbound  Company  was  the  junior  carrier,  the  expense  of 
these  crossings  was  wholly  borne  by  it.  In  the  tentative  valuation  all  costs  borne  by  the 
Southbound  Company  have  been  included  in  the  statement  of  original  cost  to  date.  .  .  . 

"  Tbe  carrier  contends  that  if  it  be  assumed  for  purjxwes  of  determining  the  coet  of 
reproduction  that  other  railroads  exist  ss  of  valuation  date,  then  as  a  matter  of  theory 
it  moat  be  assumed  that  the  identical  structures  which  the  Southboimd  Company  as  the 
junior  carrier  was  obliged  to  construct  would  likewise  have  to  be  constructed  in  re- 
produetion. 

"  The  method  followed  in  the  tentative  valuation  does  in  fact  contemplate  the  as- 
[  eristunoe  of  the  raiboada  as  crossed,  and  gives  full  credit  in  the  cost  of  repro- 
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PcHDt  is  feutujueed  to  have  built  a  Inidge  where  sixty 
years  later  a  line  from  Branswick  to  then  undeveloped 
coal  and  <xe  lands  will  croes!  Saoall  wonder  that  the 
neoessty  for  iHeUminary  surveys  is  diminated.  And 
yet  this  device  cc»nmended  itself  to  the  QunmisBion  as 
**  involving  the  mininniin  of  conjecture,  and  as  the  only 
idan  whidi  in  all  its  aspects  is  feasible  and  certain  in 
practical  iq>idication."  ^ 

Hypothesis  has  also  diminated  the  contingencies 
allowance^  as  such,  in  the  cost  of  rei»oduction.  The 
claim  for  a  contingencies  allowance,  in  tenns  <rf  a  per- 
centage of  the  cost  of  reproduction,^  is  based  largely 
upon  the  analogy  between  the  task  of  estimating  cost 
before  construction  and  that  of  estimating  cost  of 
"  theoretical "  reproduction: 

When  the  construction  of  a  ndiioad  is  under  consideration  it  is 
customan-  for  an  engineer  to  estimate  the  amount  of  money  it  wiU 
be  necessary  to  expend  in  buikiing  the  property.  Expaienoe  has 
shown  that  it  is  practically*  impossible,  no  matter  how  carefully  such 
an  estimate  may  ha\'e  been  made«  to  include  all  the  items  of  f>r^tpense 
idiich  will  be  incurred  in  the  ^i^rk  cif  construction.  Additional  ex- 
pense is  caused  by  omissions  and  unfv^ne^seen  difficulties  in  the  work 
of  construction.  Necessar>*  materials  are  sometimes  omitted.  From 
soundings  a  cut  may  appear  to  be  made  up  entirdy  of  earth  and  the 

dttction  estimfttes  for  wbatcrw  it  thown  to  b*  owmd  by  a  eurar.  or  ft«wMp«wl  and  ««! 
by  it,  while  abowtnt*  m  ^  historical  fact  for  whatever  it  may  be  worth,  the  ezpeadttm 
in  fact  made  by  the  carrier  in  original  ctuiatniction.  The  method  oommeads  itaelf  m 
involying  the  minimum  of  conjecture,  and  aa  the  only  plan  whieh  in  all  its  ■■iiociti  k 
ftesible  and  certain  in  practical  application." 

1  Wineton-Salem  Southbound,  1  Val.  Rep.  1$7,  IM.  But  a  tal^raph  line,  boiH  by 
the  Texas  Midland,  and  owned  by  the  Western  Vnion  Td^raph  Company,  was  in- 
ehided  in  the  cost  of  reproduction  of  the  TVxas  Midland.  1  VaL  Rep.  1, 45.  See  PkotesI, 
A..  B.  A  A.,  p.  13:  Winston-Salem  ^Mithbound.  p.  12,  and  Hearii«i,  January.  1917, 
p.  130  and  foUowtng.  Mr.  FarreU  there  ux  l-t-t>  concluded:  "  Any  chance  from  tha 
present  procram  might  render  it  impossible  for  the  engineers  of  the  ComnuMon  to  do 
with  the  degree  of  accuraey  which  the  SuptMne  Court  has  said  it  is  necessary  f  or  ua  to  do 
our  work,  the  thing  under  a  different  plan  they  would  be  required  todo.  Under  the  preaent 
plan  they  can  give  us  all  the  facts,  an  estimate  with  some  degree  of  accuimcy.  of  what  H 
woold  cost  to  reproduce  the  thing  that  is  there  today.  But  if  you  change  the  plan  I  am 
fearful  that  the  result  will  be  that  they  will  not  be  able  to  give  us  information  which  wiU 
be  at  all  reliable." 

t  See  Raii*"*^  Valuation,  pp.  47-AO,  and  briefs  and  cases  thsre  cited;  also  Hearinsi, 
May,  1915,  wfasre  Mr.  Holbrook,  of  the  Southern  Paoific  defined  oontingendes  aa  "  on- 
fiUMOto.  oBJUTWtiitad  or  indeterminate  itana  of  constniotion  aspena."    P.  4S. 
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cstiiDate  for  excavating  and  digging  is  based  upon  this  expectation. 
However,  ^i^ien  the  work  is  performed  it  is  found  that  it  contains 
a  large  boulder  which  it  is  necessary  to  cut  throu^  or  entirely  re- 
move. This  unforeseen  condition  lengthens  the  time  allowed  for 
eonstniction  and  correspondingly  increases  the  expense.  Frequently 
quidsand  is  found  where  solid  earth  was  expected.  Numerous 
other  instances  of  unforeseen  difficulties  could  be  cited  which  occur 
and  which  add  to  the  total  cost  of  the  work.  In  order  to  provide  for 
expenses  of  this  kind  the  practice  of  including  a  certain  sum  for  con- 
tingenciee  in  estimates  of  the  prospective  cost  of  construction  has 
be^  quite  generally  adopted.^ 

The  railroads  have  contended  that,  in  reproduction, 
omissions  would  develop  in  the  inventory,  and  further 
that  unforeseen  difficulties,  such  as  occurred  in  con- 
struction, should  be  hypothetically  anticipated,  and 
that,  therefore,  to  seciu^  a  figure  fairly  representative  of 
reproduction  cost,  an  estimate  to  take  accoimt  of  con- 
tingenciea  should  be  made.'  The  possibihties  of  ''  hid- 
den quantities,"  and  the  nature  of  the  ''  unforeseen 
difficulties ''  were  explained  at  length.*  Even  Director 
Prouty,  who  has  developed  a  much  more  critical  atti- 
tude toward  carrier  reproduction  estimates  than  that 
shown  in  his  handling  of  the  Spokane  case,^  acknowl* 
edged  that  in  measuring  quantities,  ''  there  are  many 
cases  where  they  must  be  guessed  at."  '    And  in  esti* 

>  Team  Midlaod,  1  Val.  R«p.  1,  26. 

The  daim  of  the  carrier  that  the  inclunon  of  the  "  oontingeiiaieB  '*  allowance  was 
"the  settled  i»ractice"  (Texas  Midland  Beply  Brief,  p.  106)  was  disposed  of  by  the 
Commianon  in  the  following  words: 

**  Tbe  chief  insistenoe  of  the  carriers  in  favor  of  this  inclusion  is  that  inasmuch  as  it 
has  been  eomnKmly  allowed  in  the  past  it  should  be  made  here.  But  this  would  by  no 
means  foDow.  Such  an  addition  might  perhaps  be  made  in  case  of  a  superficial  inventory, 
where  ojiiiasians  and  oversights  would  be  expected,  but  not  in  one  made  with  greater 
care.  Much  would  depend  upon  the  method  by  which  prices  were  determined.  Nor 
can  it  be  said  that  the  methods  and  praotioes  involved  in  the  valuation  of  railroad  prop- 
erties in  the  past  have  yet  reached  that  state  of  permanence  which  entitles  them  to  the 
tank  of  authority."    Texas  Midland,  1  VaL  Bep.  1,  146. 

«  IVxas  Midland  Brief,  pp.  60^-009. 

>  Hearings,  March,  1017,  pp.  16^280,  the  testimony  of  the  carrier  experts. 

«  See  for  example  his  discussion.  Hearings,  March,  1917,  pp.  282,  283  and  compare- 
the  faets  in  the  Spokane  ease,  as  developed  in  Railroad  Valuation,  p.  54.  Railroad 
wftnfssis  in  the  1017  Hearing  had  cited  an  instance  of  a  ** peripatetic  orchard"  and  of  a. 
mountain  whifch  "  got  iq;>  and  advanced  down  into  the  cut." 

«  Ibid.,  p.  281.    Compare  Texas  MkUaad,  1  VaL  Rep.  1, 144. 
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mating  quantities  the  representatives  of  the  Commiasioii 
have  been  instructed  to  rely  largely  upon  the  carriers 
statements,  supplemented  by  records,  and  tested  by 
observation.  The  statements  and  records  are  accepted 
unless  they  appear  ''  erroneous  on  their  face."  ^  But 
the  Ck>nmiis8ion  did  not  agree  that  any  formal  allow- 
ance should  be  made: 

The  road  has  been  constructed.  Every  item  which  enters  into  the 
property  is  present  and  can  be  inventoried.  Those  things  which  an 
omitted  in  Uie  estimate  of  original  construction  are  all  here  in  case  of 
the  completed  property.* 

The  Commission  continued: 

What  is  true  of  omissions  in  the  estimate  of  original  cost  is  equally 
true  of  those  unforeseen  happenings  and  conditions  which  in  pre- 
liminary estimates  must  be  taken  care  of  by  an  allowance  for  con- 
tingencies. The  engineer  in  the  making  of  his  original  estimate  may 
overlook  many  of  the  difficulties  to  be  encountered;  the  engineer  in 
estimating  cost  of  reproduction  has  before  him  every  one  of  those 
difficulties.  If  the  sounding  rod  struck  what  appeared  to  be  solid 
rock  but  was  in  fact  a  boulder,  and  if  for  that  reason  the  pier  must  be 
sunk  twenty  feet  deeper,  this  is  known  to-day.' 

t  TuM  Midland.  1  Val.  R«p.  1.  2S.  The  attorneyB  for  the  oarrier  dedflMd  that  ICr. 
.  Phmty  WM  inoonaiatent:  "  He  refuaee  to  take  clearing  and  grubbinc  from  *^'*«»^f 
reoords,  and  on  the  other  hand,  ezoludce  contingencies  unless  .  .  .  derived  from  rae- 
ords.  .  .  ."     Notes  and  Comments,  p.  127. 

*  Tuas  Midland.  1  Val.  Rep.  1. 143.  It  would  not  seem,  howerer.  that  the  eaunpb 
of  the  equipment  (composed  of  large  single  units)  ia  a  fair  one  by  which  to  estabfiah  the 
oompleteness  of  the  entire  inventory: 

"  It  may  be  said,  altho  that  claim  has  not  been  very  dearly  urged  by  the  euxiati, 
that  it  is  impossible  to  enumerate  all  the  items  of  property  which  enter  into  the  oonslntt- 
tion  of  a  raUroad.  and  that  some  sum  must  be  included  to  take  care  of  Inevitable  oafe- 
■ions.  While  this  might  be  so  in  ease  of  an  inventory  hastily  taken,  it  is  not  tnM  of  the 
inventories  made  by  the  Commission  pursuant  to  the  valuation  act.  To  an  extent  the 
Commission's  inventory  is  made  in  the  first  instance  by  the  carrier  and  cheeked  by  the 
Commission.  This  is  true  of  equipment.  The  carrier  furnishes  a  list  of  its  rolling  stoek 
of  all  kinds,  and  that  list  is  verified  by  the  repreeenUtivee  of  the  Commiseion.  It  k 
•ignifioant  as  bearing  upon  the  accuracy  of  the  work  that  up  to  the  present  time  in  no 
ease  has  there  been  any  dispute  between  the  carriers  and  the  Commission  as  to  the  ^tm**« 
of  equipment  which  the  carrier  owns.  Further  investigation  by  the  CommiarioQl 
engineers  has  shown  that  many  such  units  which  appeared  upon  the  records  of  the  oar> 
rier  as  in  ezistenoe  were  no  longer  in  service,  and  in  some  instances  equipment  has  beti 
klentified  which  did  not  appear  upon  the  records  of  the  carrier;  but  in  the  end  theie  hai 
been  a  complete  agreement  between  the  carrier,  the  engineer,  and  the  aoooontaat,  al 
approaching  this  subject  from  different  points  of  view.*'    Ibid. 

For  the  carrier's  stand,  see  Notes  and  Comments,  pp.  127-129;  and  Carrier  Val«A> 
lion  Brief  of  1915,  p.  105  and  following. 

•  Ibkl..  p.  144.    The  discussion  is  oontiaued: 
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The ''  weather  "  contingency^  the  reality  of  which  was 
leoogniEed  by  Mr.  Prouty  who  cited  the  repeated  wash- 
outs of  a  portion  of  the  Salt  Lake  route  ^  has  been  con- 
pensated  for  by  allowance  in  the  unit  prices  established.' 
''  No  contractor  would  name  a  price  which  did  not  in- 
dade  all  the  elements  of  chance  named  above  "  —  acci- 
dents, floods,  washouts,  strikes.  ''  There  would  be  no 
propriety  in  allowing  a  second  time  for  contingencies  of 
that  class  which  have  been  once  compensated  for  in  the 
price  applied."  *  The  question,  says  the  Commission, 
is  not  what  has  been  done  in  the  past,  but  rather  what 
ou^t  to  be  done  now.  Preferring  to  give  weight  to  the 
element  of  doubt  at  the  specific  point  where  doubt 
occurs,  no  allowance,  as  such,  is  made  for  contingencies.^ 

II.  Cost  op  Reproduction 

The  methods  used  to  seciu*e  the  figures  presented  in 
accordance  with  the  foregoing  hypothesis  are  described 

"  An  tiMtanoe  wms  broucht  to  attention  where  in  the  addition  of  a  second  track 
qinekaaiMl  deTd(^>ed  which  required  a  large  amount  of  ezpenmve  excavation,  the  replao- 
ing  of  solid  earth  where  the  quicksand  had  been,  and  the  construction  of  an  expensive 
mattress  to  be  used  in  that  connection.  It  was  said  that  this  was  a  contingency.  So  it 
vss  in  the  original  construction  of  the  property;  but  to-day  the  thing  done  is  there  and 
the  cost  of  doing  it  will  all  be  estimated  in  reproduction.  No  second  allowance  should 
be  made  by  way  of  contingencies.'*    P.  145. 

s  Hearings,  December.  1917.  pp.  146. 147.  See  Hearings,  March,  1917,  p.  184  for  the 
I  of  mud  into  a  tunnel,  "  doubling  cost,"  the  result  of  a  storm;  and  p.  259,  for  a 


t  Tens  MkUand,  1  VaL  Rep.  1,  14^147. 
«  Ibid.,  p.  147. 

«  Texas  MkUand,  1  Val.  Rep.  1,  147.     At  p.  26  it  is  said: 

**  Tlie  statement  that  no  provision  for  contingencies  has  been  made  by  us  in  this 
proceeding  is  therefore  incorrect.  The  figure  reported  as  cost  of  reproduction  new  is  an 
irtiiiish  of  the  amount  of  money  necessary  to  reproduce  the  identical  property  under 
▼aloataon.  The  inventmy  is  made  with  great  care  and  the  prices  applied  are  arrived  at 
after  exhaustive  study.     Every  necessary  expense  is  taken  into  consideration. 

"  Snoe  rexMToduction  new  is  at  best  an  estimate,  it  is  apparent  that  an  estimate 
arrived  at  upon  a  basis  as  outlined  above  is  as  liable  to  be  too  high  as  too  low  and  that 
!  there  is  no  warrant  for  the  addition  of  a  definite  amount  to  cover  contin- 
,  bat  that  any  allowance  of  that  kind  which  ought  to  be  made  should  be  and 
is  taken  care  of  in  eonnection  with  particular  items  of  property.*' 

See  also  testimony  of  Mr.  Worley,  Hearings,  March,  1917,  p.  916. 
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atfcpgtaiiniiieTqap  Miiflgid  cmb,^  Hie  lim  has  been 
to  do  m  ^  oamman  mase  jch/*  md  eiq^Lbiiig  asked  of 
Ibt  cttmets  bas  been  a^sd  "  f  gr  liie  purpose  of  getting 
a  iniietT-mne  per  cent  uiitaiuinr.  rsdier  titan  an  ei^ly 
per  cent  inrentcKy/*  *  Hie  CozmznsBkm  has  sou^t  to 
OGmmand  the  ocmfideDoe  of  aS  partaes.  It  has  therefore 
Fleeted  thecsigmal  proposal  that  easier  schedules  be 
checked  br  the  CamnnaaaoQ  s  enpneers.'  Iho  this  had 
been  the  trpBCBl  prooedore  iq  ihe  scHcaBed  state  vahiar 
tions.*  TTy«t*^^  the  Cammwraan  has  made  the  mven- 
toTT,  calfing  upon  the  carriers  for  needed  information 
and  assistance,  and  reqoesang  the  artrre  paitkapation 
of  earner  employees^  this  deciaon  being  justified  on  the 
baas  of  authority  and  of  ecanomT.'  But  the  result  has 
none  the  less  been  to  pole  estimate  on  average. 


Har  faDowiiit  k  a  hnd,  hoi  adA^BUe.  iliiwi  yii'wi  of  t 
Ham  Woi^  Undflr  lifr.  Ckaxiei  IVcuiQ-.  iornME^  a  ^jwh.^mj.  of  tbe  i 
DiHK4—  of  tbe  Bmui  {luiinaib  tbr  Hmwun'  <tf  Tahatica.  1 
five  (SstirioCa.  SMib  wwifininc  approxxsuae^  50.0(10  aukei  si  fiaa.  At  1 
of  aaeli  dHtnoC  m  a  nnher  erf  tbr  OommuMun:'*  Ei^immiic  Bond,  with  a  Dbiiiut 
Ki^imnfr,  a  Diatnct  AwoaiitaBt.  and  a  Valaatioa  Axxaeaer  mho  acts  aa  aupgniaur  of 
thg  land  appnikali.  and  m  iegal  adnwr  far  tbe  diwrict  Eadi  of  tkeae  i 
varies  indcpondentlr  of  tke  otlwrft;  be  »  raevmaibk  oolv  to  WMUa«toaL 
work  OB  a  canier  »  eoBopk^ed.  the  rwoh  is  f  orwardcid  to  the  Tahmti 
quartan,  where  the  Tahiatkia  Aiia};vt»  and  aamicaiita.  hrix^  the  rqwrii  of  tha  tkm 
I  into  the  fonn  of  the  tcntatixT  Tmhaatvim  Mnrd  cm  the  eanien.  Tl»  Diroolar 
,  ai  princsipal  ■■i^itita.  a  Supcrriaor  of  AMKnata.  and  a  Scbatar.  Tfaa  fifv 
I  of  Uie  EnciBeerinc  Boaid  ranatitate  the  intimate  hody  of  *»i-*«-s*i^  adrMon. 
Otnrioaaly  the  deoantialiaed  otianiaatwi  i»  on^y  piawlile  beaanae  of  the  datinet  cha^aja 
of  fonetioa.    Sea  Tuaa  Sifidland.  1  Val  Rcfv.  1,  lOH,  160.  176. 

*  Qooted  from  remarfca  of  Mr.  Woriajr.  of  the  Encinaeni^  Roaid.  Haari^pi,  Oelober, 
191S,  pp.  10.  35. 

<  Hearii^.  SeptflBaber.  1913.  pp.  32. 33. 
4  Rjttboad  YahiatioB,  pp.  SO-53. 

•  "  An  inT«Dtoff7  of  thit  oharaeter  oan  only  ba  prcparcd  after  an  i»»*f**^'nm  of  tha 
propertr-  Some  reproMntatiTe  of  the  CommiaMoa  mnat  either  aee  the  propeity  whieh 
b  iDokided  or  moat  aaeerCain  M»eh  fac«e  at  d««iiooatrat*  the  exiatcBw  of  t 

a  raaaooabio  certainty.  If  an  inTantory  ie  fiWd  by  the  oanier,  it  mi»t  be  chacfcad  by  tha 
CoounMoB  to  thit  desrea  of  certainty,  and  tbie  wtwid  Bwan  that  the  work  of  «K*c  tha 
iBTantorj  would  be  doplioated  by  the  work  of  tubaequently  obcckiz«  the  same  inratt- 

tory.  It  waa  felt  that  the  total  azpanae  of  preparix^  the  inrantocywooU  be  lesa  if  made 
by  tha  CoBflUMioa  in  tha  fiiat  instanoe  with  each  aaeietsnoe  from  the  < 


Digitized  byVjOOQlC 


RAILROAD  VALUATION  39 

The  en^eering  field  work  has  been  divided  between 
different  branches,  the  basis  of  division  being  the 
q[)ecialised  skill  required  for  the  work  of  inventory.  The 
road  and  track  party,  to  which  is  attached  a  represen- 
tative of  the  carrier  as  ''  pilot/'  ^  measures  and  inven- 
tories the  roadway  and  all  structures  except  bridges 
over  12  feet  long,  and  buildings.  The  bridge  party, 
eonfidstmg  of  two  engineers  (and  such  additional  men 
as  may  occasionally  be  needed),  one  the  Commisdon's 
engineer,  the  other,  the  carrier's  representative,  meas- 
ures bridges  with  over  a  12-foot  span.  The  mechanical 
and  the  building  party  are  of  similar  composition:  the 
one  to  deal  with  equipment,  shop  tools,  machinery,  and 
simple  electrical  instillations;  the  other  with  buildings, 
including  full  and  water  stations.  The  inventory  of 
complicated  electrical  plant  is  done  by  the  electrical 
branch,  and  of  signal  apparatus,  interlocking  plants, 
etc.,  by  the  signal  branch.*  In  the  case  of  a  very  sim- 
ple property  the  road  and  track  party  may  inventory 
bridges  and  buildings,  but  in  general  the  Commission 
has  foimd  that  "  where  properties  are  at  all  compli- 
cated, the  work  can  be  more  expeditiously,  more  satis- 

IMtnieily  be  called  for  and  cmnted.  This  method  avoids  the  duplication  of  effort  and 
aecjuea  an  inrentory  which  can  be  Touched  for  by  the  Commiaaion  and  which  also  re- 
fieeCa  the  daima  of  the  carrier  itself,  at  the  least  total  outlay  by  which  a  result  of  that 
character  could  be  obtained."    Texas  Midland,  1  Val.  Rep.  1,  110. 

>  ffis  function  is  described: 

**  A  representative  of  the  carrier,  ordinarily  known  as  a  pilot,  accompanies  each  road- 
and-track  party.  This  person  is  an  engineer  of  experience  and  ability  whose  duty  it  is  to 
point  oat  the  property  to  be  inventoried  and  to  see  that  it  is  properly  measured,  inven- 
toried, and  riasmftnd.  Before  beginning  work  he  prepares  himself  by  a  careful  examina- 
tion of  the  records  of  the  carrier,  by  going  over  the  property  in  advance,  and  by 
eonferring  with  others.'*  Texas  Midland,  1  Val.  Rep.  1, 112.  See  also  Hearings,  Janu- 
ary, 1917,  pp.  35, 30. 

t  Manoab  governing  the  field  work  of  each  branch  are  published  in  pamphlet  form 
by  the  Commission:  "  Instructions  for  the  Field  Work  of  the  Roadway  (Bridge,  Build- 
ing, Signal,  Mechanical,  Electrical)  Branch  of  the  Engineering  Section,  etc.  See  also 
Tsxaa  Ifidknd,  1  VaL  Rep.  1. 110-112. 

Tbe  BaOway  Gaaette  (Railway  Age  Gaaette)  has  from  time  to  time  published  de- 
•eriptioiia  of  the  operations  and  organisation  in  tbe  fiekL  Vol.  55,  p.  715;  vol.  56,  pp.  Ill, 
320, 1531;  voL  57.  p.  195;  voL  58,  p.  1107;  voL  59,  pp.  560,  560. 
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factorily,  and  more  cheaply  done  by  the  several  branches 
acting  independently."  ^ 

The  basis  of  the  inventory  is  provided  in  the  law:  the 
classification  of  expenditures  for  road  and  equipment 
prescribed  in  the  Commission's  accoimting  regulations. 
Such  items  of  expenditure  as  would  not  be  charged  to 
grading,  clearing,  and  grubbing  for  example,  are  grouped 
under  Grading,  etc.*  The  units  of  inventory  are  those 
"  current  in  the  purchase  and  sale  of  the  property  .  .  . 
or  commonly  used  in  construction  contracts  and  settle- 
ments; "  the  individual  tie;  the  gross  ton  of  rails;  the 
net  ton  of  fastenings;  the  single  car.*  But  units  of 
equipment  of  the  same  series  are  bulked  in  groups,  as 
are  standardized  culverts,  short  trestles,  and  small 
structures  generally.  The  ideal  sought  is  detail  "  suffi- 
cient to  enable  the  one  who  examines  the  report  to  form 
a  fairly  accurate  judgment  of  the  character  and  condi- 
tion of  the  property."  * 

That  an  inventory  might  be  seciured  which  permitted 
of  such  a  ''  fairly  accurate  "  judgment  without  at  all 
constituting  a  "  ninety-nine  per  cent  inventory,"  or 
even  an  "  eighty  per  cent  inventory  "  seems  obvious. 
It  is  not  the  whole  story  to  state  that  there  has  been 
'*  almost  no  complaint  of  omission  .  .  .  and  compara- 
tively little  dispute  as  to  quantities."  '  The  procedure, 
both  in  the  field  and  in  the  hearings,  is  such  as  to  place 
the  carriers  at  a  strategic  disadvantage.  The  govern- 
ment engineer  is  always  in  charge,  and  the  burden  of 
dissenting  is  placed  upon  the  carrier.*   And  in  the  hear- 

1  TbxM  Midland,  1  VaL  Rn»>  1.  HO. 

>  Ibid.,  p.  114. 

*  Ibid.,  p.  11^ 

«  Ibid.  p.  11^ 

»  Ibid.,  p.  113.    Tb»  milro^dt  h>v  »n  maktd  lor  tb»  fPtrml  "OoatimMrin  ABoir- 


*  "  Otfbon  to|>><»  of  §J1  (kM  aolf  ar»  fttrtti»b»d  to  th»  nfgwUti^^  of  th>  mnim, 
wko  MtBt  tbt  aattt  m  tTiiMM*  thai  tbty  b*Y«  b<«B  «<orr«ct|y  takw,  ao  fv  m  Ui  obaar- 
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ingSy  even  tho  the  strict  rules  of  evidence  may  not  be 
applicable,  and  "  no  burden  of  proof  is  placed  upon  the 
caxriers,"  ^  as  a  practical  matter  the  burden  of  proof  does 
rest  upon  them.'  They  must  attack  data  presented 
in  mechanically  correct  tabulations  by  a  subordinate 
ag^cy  of  the  body  which  is  to  make  the  final  judgment. 
If  they  have  argued  in  general  terms  it  is  because  from  a 
strategic  point  of  view  they  can  do  little  else.* 

But  the  quantity  reported  by  the  Conmiission  for  each 
inventory  unit  is  at  best  only  an  estimate,  a  more  ac- 
curate estimate  than  those  upon  which  the  state  ap- 
praisals have  been  predicated,  perhaps,  but  none  the 
less  an  estimate.^  The  degree  of  error  necessarily 
differs  with  the  unit  of  plant  measured  or  counted,  de- 
pending upon  the  extent  to  which  human  judgment  and 
not  mechanical  counting  is  significant.^  How  great  this 
error  may  be  can  only  be  determined  by  a  qualified 

vtttioBcoai.  If  th>  repwentatiTC  of  the  carrier  dJMWitt  upon  any  point,  roch  dJMWit  fa 
■lunitwl  upon  the  notes  themeehree  at  the  time. 

It  is  cnsfaSy  acreed  between  the  buzeau  and  the  eartier  that  such  notes  shall  be 
taken  as  eorreet.  unkM  altared  by  the  Commission  upon  notice  to  the  carrier  or  unless 
objection  fa  filed  by  the  carrier  within  a  limited  time. 

It  will  be  seen,  therefore,  that  thfa  inventory  fa  really  the  joint  product  of  the  carrier 
and  the  bureau,  or  at  all  events,  that  the  Commission's  valuation  forces  have  fully  oon- 
■dered  cverjrthing  which  the  carrier  desires  to  point  out  or  to  say  in  the  completion  of 
the  inventory."    Texas  Midland.  1  VaL  Bep.  1.  112. 

1  Texas  Midland  Brief,  p.  234. 

s  Prouty.  Memorandum,  p.  73.  *'  The  presumption  should  be  that  the  work  fa  right, 
and  it  sboold  be  incumbent  upon  the  carrier  to  show  error  with  reasonable  certainty." 

•  With  thfa  attitude,  however,  the  Commission  has  exhibited  little  sympathy.  Said 
Cbairman  Hall  at  the  Hearincs,  March,  1917: 

**  Now  thfa  fa  the  twelfth  day  of  our  hearing  in  thfa  matter  in  which  the  full  Com- 
ffifasioii  has  been  sitting.  The  tentative  reports  at  least  have  the  merit  of  containing 
definite  figures.  The  final  report,  the  final  Valuation,  must  contain  definite  figures. 
You  say  that  the  figures  in  the  tentative  report  are  wrong.  We  want  to  know  the  figures 
that  are  right,  and  thus  far  up  to  day,  the  12th  day  of  the  hearing,  we  have  not  been 

furnished  with  thoee  figures.  What  the  Commission  desires  fa  something  concrete " 

P.  342. 

Compare  Commissioner  MoChord: 

**  We  have  been  delayed  here  with  speeches  and  agreements  and  theories  ...  let  us 
have  something  practical"    P.  61. 

«  Raiboad  Valuation,  pp.  94-96.  See  also  Winston-Salem  Southbound,  1  Val.  Rep. 
1S7,  192. 

•  l^xas  Midland,  1  VaL  Bep.  1,  144. 
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eogaoeer.  To  point  oat  the  existence  of  the  source  of 
enor  is  sufficient  for  the  ecooomist.  The  conspicuous 
ease  is^  of  cooarae,  the  definition  of  standards  and  the 
classification  of  mateiiaK  doubly  important,  too,  be- 
cause of  the  necessary  correljUion  with  unit  prices.^  But 
the  problem  of  estimating  is  by  no  means  limited  to 
grading.'  The  ComnuBsion^s  aigine»s  have  inventoried 
the  ties  (by  dasses)  by  counting  the  ties  in  two  600-foot 
secticxis  in  each  mile;'  the  weighty  kind  oi  material, 
brand  and  standard  loigth  of  rail,  whether  new  or  relay, 
have  been  noted  at  least  once  in  each  mile;  ^  the  '^  prob- 
able dimensi(»is  **  of  the  accessiUe  portions  of  bridges 
and  the  '"^  probaUe  penetration ' '  of  piles  have  been 
reported.*  BuilcUngs  have  been  inventoried  on  the 
basis  of  cubic  contents,  or  the  square  feet  in  side  wall  or 
floor.'  And  locomotives  have  be^i  inventoried  by  the 
pound  as  in  the  Minnetsina  Rate  cases.^ 


>  Mr.  Huttttr  M^DomU.  CImI  ElBciBMr  of  tte  X..  C.  4  St.  L.  Ry.  Uwtiiiwl  aI  tbs 
MarcK  1917.  HfMii«i: 

**  OMMaficAtxtt  9i  BMt«ml  «*  M^  mil^>N«i  is  kcfttsr  a  i 
part  ol  Um  MiftafMr.  la  atMa*  iaaiaaww  Um  aetiMl  v 
Um  tlraUficalMa  m  abtMlul#  and  «W1  %l«dacil  b«l  it  ta  raRiy  ti^  cm*  UmI  it  eaa  ba  oawa- 
wtd  by  actual  ctvaa  wtMWA.  aad  arrtriac  at  a  p«ctimta<»  « tbt  odbr  praetieal  way  to 
do  it,  and  that  m  a  <|w«tMa  sfi  iuOcueat  oa  tb»  pact  of  tbt  cancer.**    P.  M5. 

Sm  aW  Htariaca.  ^»m>Nttb«r.  1*IX  p«x  IJ.-17:  A..  B.  4  A.  Bnd.  pp.  147, 148; 
Notaa  and  CVmagMttta.  p.  diM.  and  TVxa*  Miikad.  1  VaL  Rvp.  1.  39. 

«  Sm  Raiboad  VaKiatiM.  pp.  57.  »V  13B»     ^^wv-i&cataaw  for  i 
ooBtaiaed  ia  laatroctioBMc  Roadway  Rraaeb.  p.  IOl 

•  Ihid..  p.  11. 
«  Ibid. 

•  Ihid..  Bndc»  Bnuiab.  p.  14. 

•  Tbe  foUoatat  i»  Mr  Piouty"*  «xplaaatkxa: 
Director  Proutj:  **  Nov  I  ougbl  to  «ay.  tor  iK*  laforaMUana  of  tb«  ( 

t^t  «•  compat«d  tb»  raloa  of  b«uMiac»  diffiMvatly  ia  difl^MVAt  dMncta.  Mr.  Worlay. 
for  arampb.  appbca  wbat  h  cmlWd  tb»  aqoar^  fool  akHfeKxi.  Tbat  b  to  aay  ba  will  ift. 
qoiie  wlMt  it  coats  to  produca  a  waM  por  «qoar»  fv^ol.  .  .  .  .\ad  w  be  dKcmiaea  tba 
square-foot  priea  of  tba  floor  and  tb«  rvK^.    TtM»l  u  «\>rf««t.  »  it  not  ?  ** 

Mr.  Woriey:  **  Tbat  it  eortect" 

Direetor  Pfeoaty:  **  la  tba  tbr«»  aavtimi  dbtrkHa  «o  apply  «bat  m  called  tba  enbia- 
foot  metbod.  Wa  datarmlaa  tba  Oi^l  i4  a  boikliac  ia  tbat  «ay.  W«  detanaiae  tba 
Boinber  of  eobie  feat  in  tba  buikiiad.  ami  dalaroMaa  lb«  prtca  p«r  cubic  foot,  and  tbtQ  ia 
Tahiiac  lmildii«i  of  tba  aama  typa  wa  lawi^  dalarwiaa  tba  cubic  f«at  ia  tba  boildi^, 
and  apply  to  tba  nombar  of  eobiofaat,  tba  priva  par  cubic  fvot.^  H«arii«iw  Bfarcb.  1017, 
p.  920.  t  HaUf\«a  Valuati^m.  p.  7t. 
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But  the  inventory  is  only  half  the  story.  Before  the 
t»6t  of  ''theoretical  reproduction"  can  be  reported, 
unit  prices  must  be  applied  to  the  quantities  found.  And 
it  need  hardly  be  emphasized  at  this  point  that,  in  the 
fixing  of  prices,  judgment  —  or  call  it,  expert  opinion  — 
IS  the  ultimate  determinant.  This  is  inevitable  from  the 
nature  of  the  case,  since  there  must  be  a  correlation  of  the 
4q)ecifications  and  the  figures  of  cost.^  And  more  than 
this,  too,  since  the  Commission's  unit  prices  are  for 
units  in  place,  and  cost  of  transportation,  handling, 
storage,  installation,  and  contingencies  must  be  taken 
into  account.' 

The  program  of  the  Bureau  of  Valuation  has  already 
been  stated:  an  attempt  ''  to  report  .  .  .  the  cost  of 
reproducing  the  property  actually  in  existence  under 
present  conditions  by  present  methods  and  at  present 
prices."  *  But  altho  the  unit  prices  are  reported  as  of 
June  30, 1914,  the  valuation  date,  they  are  not  the  exact 
prices  at  which  the  units  were  bought  and  sold,  or  at 
which  contracts  were  signed,  on  that  date.  Such  a  fig- 
ure might  be  so  abnormally  low,  or  so  abnormally  high, 
as  not  "  in  any  sense  ...  to  represent  normal  or  fair 
values."  Instead  the  expressed  purpose  is  to  ascertain 
"  normal  prices."  *  Is  not  the  best  measure  of  the  cost 
of  doing  a  piece  of  work  on  Jime  30,  1914,  what  that 
work  did  in  fact  cost  during  the  years  immediately  pre- 
ceding that  date  ?  *   Upon  the  assumption  of  an  aflBrma- 

1  8m  RanrtMd  Valuation,  pp.  04, 05;  Hearincs,  September,  1013,  p.  30;  and  May, 
191S,  p.  M  and  foUowins. 

But  there  has  been  no  attempt  to  correlate  the  oonetruetion  period  and  unit  prieea. 
See  Ttezaa  Blidland  Brief,  pp.  646.  647;  Reply  Brief,  p.  66;  and  Ehirham.  Commenta 
...  A..  B.  A  A.,  p.  22. 

*  Tfezaa  Midland.  1  VaL  Rep.  1, 81, 83, 136. 139;  also  Texas  Midland  Brief .  pp.  648. 
690. 

*  Phnity,  Memorandttm,  p.  6;  italies.  the  writer's. 

«  WinstoD-aUem  Southbound.  1  Val.  R^.  187. 192. 193.  Compare  Texas  Midland, 
ibid.,  pp.  135-140.  This  is  a  substantial  aooeptanee  of  the  basis  proposed  by  Mr.  Bialt- 
bia,  speakinc  for  the  Natl  Ass'n  Ry.  Com'rs,  Hearinis,  May.  1915.  p.  99. 

*  Tens  Midland.  1  YaL  Rep.  1, 137. 
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thre  answ  to  tius  question  (wlodi  may  or  may  not  be 
AeeoR^ect  answ  —  who  can  say  ?)  figpres  have  been 
eonqMled  wlddi  purport,  on  their  bee,  tobeeonect  to 
Ae  final  dollar. 

A  wide  vaiiety  of  supporting  data  has  been  scu^t  by 
Ae  CommisBion.  The  canierB  have  rqmted  the  actual 
priees  paid  lot  labor,  and  for  matmab  and  sniqplieSy  for 
five  yeais  (and  in  some  instances,  ten  years)  prior  to  the 
vatoadon  date.  These  have  scMnedmes  been  voified  by 
the  ConimisBion's  accountantSy  and  scMnedmes  manu- 
factnros  have  been  ooDsahed  to  detezmine  the  prices  at 
which  standard  matoiak  have  been  fnmidied.^  An 
avenge  figure  has  then  beoi  calculated  to  furnish ''  the 
basis  of  the  price  an^ied  by  the  CominisRkMi."  ' 

An  the  inf (»ination  is  reviewed  by  the  engine»8  who 
finally  fix  the  jmces  to  be  a{q)Iied  to  the  inventc»y  quan- 
tities. These  oigineers  are  ''  vaok  of  eiqiermice  and  of 
judgment  who  have  built,  bou^t,  and  installed  the  kind 
of  material  or  ai^Mtratus  under  consideration  .  .  .  prac- 
tical men  who  bring  to  the  questi<m  before  them  judg- 
ment ripened  by  experience  .  .  .  actuated  by  the  sole 
desire  of  appljring  a  proper  price."  •    Accordingly  the 

>  Tens  MidlftiKl.  1  TaL  Rep.  1,  13& 

The  eanien  b*Te  fmushed  the  data  in  mciyhnnc  with  ValaatiaB  Onlar  No.  14,  of 
VMvwyS.  1915:  "Onler.iiistroetuBs^andforntpertaiBiaKtopaicifaaaaoffmatcriala* 
pnatm  pud,  and  imfeo  o€  rrnnprrwiaop  paid  for  bbar.** 

Tom  order  jmuiivd  ctrry  earner  to  file  %  Bttitemettt  of  tbe  two  lar^Bat  pvreiMMB  of 
«mIi  dftM  at  mataial  for  each  ^l*"****'-  ymr  from  1910  to  1914,  ittcAiaw.  Uj^Xhti  with 

■ctprieopakL    In  Ihf  rrrnt  !■  n  f haw  fin  j  fi  had  nnt  hnrn  i—iV  ■  ^f  tnmmt  nf 

■■ell  porchaaea aa  mi^  bave  been  made  vaa  required.  Inf onnatKa  viiJb  iwpiirt  to  tha 
pcnod  from  1905  to  1914,  induaiTv,  and  aa  naay  aa  foor  patcfaaaea  per  j«ar  vera  in  aoBM 
iMtenoea  required.  Tbe  atatement  required,  amonc  other  thinf»,  iaf onnalaoB  aa  to  tha 
puipoae  for  which  the  material  vaa  uaed,  the  maker,  hia  catalogue  number  or  reference, 
■aae  of  the  aefler.  and  the  freight  chaxiea  actually  pakL  The  carrier  araa  alao  raquiied 
to  report  the  ratea  of  compenmtion  paid  on  each  aeparate  diriaion  for  each  flendar 
year,  1910-14,  to  all  daaaea  of  employeea.  Thb  rate  of  oompenaation  vaa  defined  to 
be  the  uaual  and  ordinary  rate  paid  for  the  pankular  oocupatian,  and  requiied  an  aver- 
a0i  for  each  year  obtained  by  taking  the  goTcnuag  rata  on  the  fiiat  flay  of  January, 
April.  July,  and  October  in  each  year  and  diridiiw  by  four.    Ibid^  pp.  35, 36;  13^139. 

*  DwL.  p.  137.  >  Ibid.,  p.  13&. 
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cost  data  so  laboriously  gathered  are  not  controlling^ 
but  their  use  depends  upon  observation  and  compari- 
son; ultimately  upon  that  expert  judgment  of  which 
the  Commission  expressed  so  poor  an  opinion.^  But  it 
is  the  expert  opinion  of  the  Commission's  employees. 
Said  Mr.  Prouty: 

.  .  .  We  have  declined  to  codperate.  When  an  inventoiy  has 
been  made  up,  which  lists  the  property  of  the  carrier  by  our  engineers, 
I  have  insisted  and  I  understand  that  my  associates  upon  the  division 
of  valuation  agree  with  me,  that  our  engineer  shall  attach  to  the  in- 
ventory his  figures,  and  that  he  shall  arrive  at  those  prices  by  some 
independent  process,  and  when  his  price  has  been  once  determined  he 
shocdd  attach  it  to  the  inventory.  Then  we  are  glad  to  have  him 
discuss  prices  with  the  engineer  of  the  carrier,  and  we  are  glad  to 
have  him  change  his  prices  if  he  sees  fit  to  do  so  in  consequence  of  the 
discussion.' 

Since  the  semi-cooperative  method  of  making  the 
inventory  has  substantially  estopped  challenge  of  quan- 
tities, the  burden  of  the  carrier  attack  on  the  figures 
reported  has  been  against  the  prices.  The  Texas  Mid- 
land attorneys  developed  the  fact  that  Mr.  Worley  did 

>  TesM  Bdidland,  1  VaL  Rep.  1. 136.  A  very  vagae  explanation  of  the  method  of 
fixmg  npoo  unit  prices,  as  given  by  Mr.  Worley.  is  quoted  in  Benton  and  Farrell,  Reply 
Brief,  Ksntww  City  Southern  case,  pp.  4-8.  Mr.  Worley  declared  that  unit  prices  had 
been  "  matters  of  discussion  "  since  the  day  the  work  started: 

*'  They  hare  been  matters  of  discussion  and  conference  between  the  members  of  the 
engineering  board  in  session  in  Washington  and  other  places,  they  have  been  matters  of 
eonfetenoe  between  the  engineering  board  and  director,  between  the  engineering  board, 
the  director,  and  the  aooountants,  between  the  engineering  board  and  the  central  cost 
bureau:  they  have  been  matters  of  discussion  between  the  individual  members  of  the 
engineering  board  and  the  carriers  in  his  particular  districts.  They  are  a  matter  of  con- 
ferenee  when  it  oomes  to  fixing  the  unit  prices  between  the  member  of  the  engineering 
board,  the  district  accountant,  sometimes  the  valuation  attorney,  and  always  the  dis- 
trict engineer  and  the  assistant  district  engineer,  with  the  employee  at  the  head  of  the 
section."    P.  7. 

*  Hearings,  January,  1017,  p.  35. 

Mr.  Butler  complained  at  the  March,  1917,  Hearings: 

**  We  have  never  known,  we  do  not  know  now,  how  the  unit  prices  applied  to  our 
property  were  determined.  We  simply  get  a  tentative  valuation  with  certain  unit 
prices."    P.  211. 

Mr.  Brantley  (Hearings,  January,  1017,  p.  26)  expressed  his  dissatisfaction  over  the 
lack  of  eoCperation  in  fixing  unit  prices.  The  joint  determination  of  such  prices  had 
been  proposed  in  Carrier  Valuation  Brief  of  1016,  p.  Ii2;  and  the  attorneys  for  the 
Texas  AtfiHUiwi  stated  their  feeling  that  a  **  painstaking  and  frank  conference  .  .  . 
would  result  in  good."     Notes  and  Comments,  p.  247. 
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not  know  many  of  the  conditions  governing  the  con- 
struction projects  from  which  he  had  secured  his  sup- 
porting data  and  which  would  accoimt  for  the  wide 
variations.^  Presumably  the  figures  offered  a  guide  for 
future  "  reproduction "  only  when  conditions  were 
comparable,  or  when  the  peculiar  conditions  were  taken 
into  accoimt  in  fixing  upon  unit  prices.' 

Experts  were  also  introduced  by  the  railroads,  wha 
fixed  upon  higher  unit  prices.   In  answer  to  these  claims, 

>  Th«M  an  diteoMed  in  deUfl.  TezM  Midland  Brief,  pp.  553-640. 

The  foUowinc  sUtement  porporta  to  be  brieflj  deaeripti?e  of  the  ft^ta  Mr.  Woriar 
lead  into  the  record.  The  attomeya  for  the  Tezaa  Midland  atoted  that  "  the  diificaltjr 
la  in  finding  oat  what  the  faeta  aay.'* 


Account 


Ranee  of  prioea 


Datea 


UnitPrioa 


L  C.  C.     T.M. 


Clearing 

Grubbing 

Clearing  and  Grubbing. . 

Earth  (2  way) 

Looae  rock  (2  way) 

Solid  rock  (2  way) 

Boia  d'aro  piling 

TVeated  pine  piling 

Haul  of  piling 

Warning  br.  timber 

Concrete 

Bumettised  tiea 

Bdayrailes 

SandbaUast 

Crashed  rock 

I«Sring  track 

TVain  and  Engine  aorioe 

Full  earth  surfacing 

Tnatalling  turnouts 


S22.4a-«54.45  per  acra 
22.50-  80.00  per  acre 
15.00-  50.00  per  acre 
.11-      .18  per  cu,  yd. 
.25-      .37  per  eu.  yd. 
.55-      .90  per  cu.  yd. 
.15-      .37  per  Un.  ft. 
.25-      .35  per  Bn.  ft. 
.01-      .40  per  Un.  mile 
9  00-  25.25  per  M.B.M. 
5J20-  18.15  per  cu.  yd. 

.35-      .66  each 
17.00-  26.00  per  gr.  ton 
.02-      .1065  per  cu.  yd. 
.55-       .80  per  cu.  yd. 
125.00-650.00  per  mile 
115.00-377.00  per  mile 
190.00-482.00  per  mile 
15.00-  50.00  each 


1901-13 
1903-13 
1894-12 
1901-13 
1901-12 
1901-13 
1898-12 
1901-14 
1900-12 
1894-13 
1905-13 
1901-14 
1909-13 
1906-14 
1910-14 
1901-15 
1906-13 
1903-13 
1901-12 


25.00 
40.00 

15 
35 
65 
40 
35 


9-11.30 
.56 

34.00 

.15* 

.66* 

250.00 

225.00 

220.00 

30.00 


135.00 
53.0O 

4» 


15.00 
69 

29UM> 
il6^ 

J80' 


50.00 


The  unit  prices  shown  in  the  last  two  columns  are  an  addition  to  the  table  shown  od 
p.  343  of  Notes  and  Comments.  They  are  taken  from  the  Texaa  Midland  Brief  at  tli» 
pagea  indicated  in  the  original  table. 

*  Thus,  tho  he  claimed  to  baae  his  price  of  $250  per  mile  upon  supporting  data  for 
track  lasring.  the  figures  ranging  from  $125  to  $650  per  mile  for  work  done  between  1901 
and  1915  over  much  of  the  country  west  of  the  Mississippi,  "  he  could  not  state  th» 
weight  or  amount  of  rail  laid,  the  number  of  switches  per  mile,  number  of  bridges  which 
might  delay  track  laying  nor  conditions  under  which  the  woric  was  done."  Ahho  '*  aU 
of  the  information  was  considered  in  determining  his  price,"  that  price  did  not  contem- 
plate any  '*  particular  method  "  of  track  laying,  being,  as  he  thought,  suffideot  for  hand 
or  machine  work.  Texaa  Midland  Brief,  pp.  634,  635.  Theae  statements  have  been. 
Twified  in  the  typewritten  record* 
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Mr.  Piouty  insisted:  ''  The  presumption  should  be  that 
the  woriL  is  right,  and  it  should  be  incumbent  upon  the 
carrier  to  show  error  with  reasonable  certainty."  ^  The 
theory  would  seem  to  be  that  the  testimony  of  even  the 
most  eminent  expert  witness  hardly  makes  that  show  of 
scientific  procedure  which  is  created  by  arrays  of  cost 
figures,  however  incomparable  and  however  irrelevant.' 
Nor  does  the  respectability  attach  to  opinions  of  rail- 
road employees  *  that  attaches  to  the  ''  judgment "  of 

>  ftorty>  Mfffnonmdum^  p.  78.  At  pp.  65-70,  Mr.  Pwwty  indiotot  tb<  baabof  the 
■ttitvde  of  the  Bvwa  of  Yfthifttkn.  which  **  in  the  Ugfat  of  what  it  ooaU  see  Ai^ 
bdiefed  thet  it  would  be  on  wiee  to  enter  into  any  oonteet  with  the  carrier  in  the  prodne- 
tkm  of  opinkm  teettmony."  He  oontinued  (p.  67):  "  It  teemed  to  ue  that  the  beet  eri- 
denee  waa  foond  in  the  eipeiience  of  the  paet.  The  laot  epeaka  without  prejudice.  It 
cannot  be  varied  to  enit  the  inclination  of  the  partiea.'* 

In  Notaa  and  Conunenta,  pp.  230-241,  it  k  ahown  that  the  carrieri  did  not  (aa  Mr. 
Fnatj  aDesad)  **  eontend  that  the  only  proper  eridenee  of  theee  priced  ia  the  opinion 
of  an  eaqpert.'' 

s  Ttia  data  depended  upon  by  Mr.  Woriey  were  called  "  a  promiawioua  imaaaimilated 
■Maa  of  fisnree  gathered  from  ererjrwfaere"  (Teiaa  Midland  Reply  Brief,  p.  383),  and 
"  a  batoimenauMa  BMaa  of  ineonaietent  data  *'  (p.  847).  The  unit  pricea  are  diewiaaed 
in  detail,  Texaa  Midland  Brief,  pp.  666-643;  A.,  B.  A  A.  Brief,  pp.  160, 702.  TheTena 
^^^'W^**-^  aununariaea  ita  attack  upon  Mr.  Worley'a  unit  pricea  for  gradinc  in  the  follow- 
iac  lancuace: 

**  Modi  of  the  work  he  had  never  aeen.  He  did  not  know  the  geofraphie  or  dimatie 
eonditii.me  (Record,  p.  806),  he  did  not  know  the  nature  of  the  aoil,  he  did  not  know 
whether  or  not  the  contractor  made  or  loet  money,  be  knew  of  no  method  of  conversion 
by  which  the  ficures  quoted  for  contracts  on  a  two-way  basis  could  be  converted  to  the 
correlative  figure  on  a  one-way  basis  (Record,  p.  807).  ...  He  made  no  investigation 
of  the  peculiarities  of  the  grading  work  on  the  Texas  Midland,"  etc.    P.  333. 

See  Texas  Midland,  1  Val.  Rep.  1,  39,  for  discussion  in  detail  of  one  and  two-way 
work.  See  also  Texas  Midland  Brief,  pp.  576-643,  for  criticism  of  other  unit  prices,  and 
the  Protests,  Texas  Midland,  pp.  17, 18;  A..  B.  A  A.,  p.  21;  Kansas  City  Southern,  pp. 
20-80;  N.  O.,  T.  ft  M.,  pp.  24-28. 

*  Prouty,  Memorandum,  pp.  71,  77,  where  the  Director  points  out  that  the  en- 
gineers cf  the  Santa  Fe  and  St.  Louis  Southwestern  were  not  disinterested  witnesses. 

**  The  prices  established  and  approved  in  case  of  the  Texas  Midland  must  have  a 
most  important  bearing  upon  the  pricee  which  are  applied  to  theee  properties.'*   P.  71. 

See  also  the  opinion  of  the  O>mmission: 

**  The  unreKahility  of  mere  opinion  evidence  is  weD  understood  by  all  those  who  have 
ever  had  experience  with  it.  An  qpinion  is  personal  to  the  man  who  gives  it.  It  depends 
upon  his  education,  his  mental  habit,  his  preeent  mental  state.  It  is  influenced  by  his 
environment  and  often  controlled  by  the  objective  point  which  he  deeiree  to  reach.  The 
same  man  may  hold  different  opinions  upon  the  same  subject  at  different  timee. 

Ferhape  the  moet  serious  infirmity  of  opinion  evidence  is  that  the  witness  may  be 
sslected  at  the  wiD  of  the  one  producing  him.  A  fact  must  be  established  by  thoee  who 
have  knowledge  of  it,  who  were  preeent  and  saw  it,  for  example,  but  an  expert  can  be 
brought  from  the  ends  of  the  earth,  and  a  doaen  may  be  rejected  until  the  right  one  is 
found.  Given  tame  and  the  money,  almoet  any  opinion  can  be  had  within  certain 
finuta."    Theae  paiagiapha  are  taken  from  Phraty,  Memorandum,  p.  66. 
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"  practical  men/'  government  employees  instructed  to 
be  fair,  who,  having  considered  all  the  cost  data  and 
examined  the  work  to  be  done '"  theoretically/'  "  finally 
reach  a  price  which  in  their  judgment  is  ri^t."  ^  But 
whether  unit  prices  fixed  in  one  way  or  fixed  in  the  other 
are  more  truly  a  measure  of  what  it  would  cost  to  re- 
produce a  raUroad ''  theoretically/'  who  can  say  ?  Hie 
Commission  has  been  content  to  accept  the  Bureau's 
figures,  the  figures  of  the  tentative  valuation  being  made 
final  except  where  the  Bureau  has  later  agreed  that  in- 
creases would  be  ''  fair."  <  But  from  the  nature  of  the 
case  the  ultimate  determinant  is  judgment,  and  the 
figures  reported  are  only  estimates.  Any  accuracy 
professed  for  them  is  largely  specious.* 

''Overhead  charges"  have  been  handled  by  the 
Bureau  on  conventional  lines.  For  ''  general  expendi- 
tures "  and  ''  engineering,"  resort  has  been  had  to  the 
bulk  percentage  expedient  of  the  state  appraisals.^  Pre- 
liminary estimates  based  on  a  ''  synthetic  "  program 
which  produced  the  costs  of  the  essential  preliminary 
organization  have  been  abandoned  in  favor  of  the  short 
cut,'  which,  however,  has  been  presented  as  an  att^mipt 
to  apply  the  test  "  applied  in  the  development  of  prices, 
namely,  the  actual  experience  of  the  past."  •  Do  the 
facts  justify  the  claim  ? 

For  general  expenses,  1|  per  cent  of  the  road  accounts 
except  land  has  been  fixed  upon  as  "  about  ri^t  for  the 

»  Prooty.  McmocuKhim.  i^  6&    Smw  bovvvvr.  NoIh  aad  rnw— Ti.  pp^  MS^  M7. 

>  Kumm  OtT  Soatheni.  1  TaI  Bcp^  2SS,  S38w  SS4. 

>  RailnMd  Tfthmtioa,  p.  98. 
«  IbkL.  pp.  7X  »&. 

>  Tkas  MidkMi.  1  YaL  Rip.  1.  39.  47. 
•  IbiiUp.  142. 
Th>CnfBmiMn«*t9l>tiitie>ISlMdyi8OTplM»idi»dtUiLwitkawite>^ 

Hiri^i.  MftN^  1917.  pp.  879-908.  Uit  lli^uay  rf  Mr.  D.  K.  Brovm.  tbs  C 
•fi 
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average  ease/'  ^  This  figure  has  been  chosen  after  an 
emnrinatian  of  the  costs  m  constructing  four  properties 
where  the  facts  are  known:  the  ^rginian,  a  '^  fairly 
flhistrative ''  case,  1.593;  the  Winston-Salem  South- 
bound, ^ere  ''careful  review"  by  the  accountants 
diowB  1.271;  the  Las  V^^  and  Tonopah,  an  "  inde- 
pendent company/'  1.224;  and  the  Tonopah  and  Tide- 
water/'of  recent  construction/' 1.775.*  The  numerical 
average  of  these  four  sets  of  figures  is  1.466,  but  it  is 
impoemble  to  say  to  what  extent  the  Bureau  has  been 
guided  by  this  fact.'  These  figures  are  simply  support- 
ing data;  independent  judgment  is  assumed  to  fix  upon 
the  percentage  of  1.5.^  It  is  not  at  all  a  question  of 
"  actual  experience." 

Tlie  resort  to  lypical  roads,  rather  than  to  general 
average  figures,  is  due  to  the  unsatisfactory  nature  of 
the  average  figures.  The  study  of  121  projects  in  dif- 
ferent sections  of  the  country,  ran^^ng  from  2}  to  900 
miles  in  length  (total  mileage:  9617),  gave  the  following 
average  percentages  for  the  valuation  districts: 

Eastern 1.766 

Southern 2.261 

Central 1.362 

Western 838 

Pacific 4.086 

Average 1.930 

The  abnormal  variations  represented  by  the  Western 
and  Pacific  groups  are  readily  explained:  roads  in  the 

>  Vtoatjt  Memonuidain,  p.  39. 

Gcnenl  Ezpcnditaret  indode  the  f oUowing  aooounto  of  the  Commiiwioii'i  daeeifioft- 
tion  of  inTeetinant  in  roed  and  equipment:  Organiietion  expenaea;  General  offioeca  and 
detka;  Law;  StatKwery  and  Fainting;  Tazea,  other  ezpendituiea — general.  For  a 
diariMBinn  in  detail  of  theae  and  other  "  overhead  diargea,'*  aee  Memorandum  on  Orer- 
haad  Chaisea  in  Valuation*  publiahed  by  the  Preiidente*  Conference,  July  25.  1917. 

*  Fxoutj,  Memorandum,  p.  99. 

s  Noiea  and  Commonta,  p.  150. 

«  TexaaBiid]and,lVal.  Rep.  1.30,33;  Kanaaa  aty  Southern.  1  VaL  Rep.  223. 257. 
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western  group  were  built  by  parent  companies,  and 
many  general  expenses  were  borne  by  the  latter;  while 
the  extended  construction  period  of  the  Western  Pacific 
throw  the  Pacific  figures  out  of  line.^  Because  no  one 
knew,  when  the  foiu*  roads  were  chosen  for  study  as 
standards,  ''  what  the  figures  would  show,  and  no  at* 
tempt  was  made  to  support  any  preconceived  theory, 
the  sole  desire  being  to  ascertain  the  fact/'  the  Commis- 
sion believed  the  results  obtained  "  fairly  represaita- 
tive."  *  This  was  the  answer  to  the  carrier  claim  that, 
taking  six  other  roads,  as  ''  typical "  as  those  selected 
by  the  Commission,  a  figure  between  4  and  7  could  be 
sustained.* 

The  percentage  for  engineering,  fixed  upon  after  a 
study  of  the  same  121  projects,^  is  no  more  significant: 

The  lunount  found  charged  to  engmeering  varied  from  0.837  per 
f^xi  to  t),7H2  pojr  cent  of  the  total  amount  shown  as  inveBtment  in 
n>ad  excluding  land.  In  six  instances  the  p^tmtage  for  engineering 
exceeded  ti  (>er  cent;  in  ten  instances  it  was  betweoii  5  and  6  pst 
cent ;  in  four  instances  it  was  below  1  per  cent,  and  in  sixteen  in- 
vtaucce  iMptwren  I  and  2  per  cent.  In  the  balance  of  instances, 
eigl\t>^\n(^«  it  raivfccii  fnwi  2  to  5  per  cent.  Tbe  wd^ted  avwage 
ithoxvtHi  a|>(mvximat<^*  ^6  per  cent. 

Ac<^mlii\gt>*  a  maximum  of  5  per  cent  and  a  minimiini 
K^  3  t^r  ctciit  ha\^  been  set^  tho  it  is  1^  to  the  Oxn- 

rw 

>t44«lMiiii*a^r..  WCtMil«ik.^#MirM^«MM^^^  aF^MC»Biifc.4J«y  111; 
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miaeion's  aigineer  to  determine  the  exact  allowance  in 
each  case.  Should  he  believe  that  there  are  "  peculiar 
circumstances  "  to  justify  the  use  of  a  lower  or  a  higher 
percentage,  he  is  instructed  to  bring  the  case  to  the 
attention  of  the  Bureau.^ 

Here,  perhaps,  the  carriers  have  again  placed  too  great 
dependence  upon  the  testimony  of  experts.*  Mr.  Charles 
Hansel  even  testified  that  the  percentage  method,  which 
other  railroad  experts  had  approved,*  was  neither  proper 
ncNT  accurate.  Too  many  factors  varied  as  between  dif- 
ferent properties.^  He  proposed,  by  comparing  the 
conditions  governing  the  Virginian,  where  engineering 
cost  was  known,  with  conditions  on  the  road  under  con- 
sideration, to  estimate  the  reproduction  cost  of  en- 
gineering on  the  latter.  For  the  A.,  B.  &  A.  he  secured 
a  figure  of  8.55  per  cent,  an  "  unusual  and  extraordin- 
ary "  figure  for  a  road  which  he  acknowledged  to  be 
"  ordinary  "  and  "  normal."  *  This  result  fiunished  the 
theme  for  Mr.  Prouty's  denimciation  of  expert  opinion, 
repeated  by  the  Commission  in  the  Texas  Midland 
case.  • 

The  original  figures  compiled  for  the  Texas  Midland 
were  built  up  on  the  synthetic  basis  before  the  decision 

>  TexM  MidUod.  1  Val.  Rep.  1.  28. 

s  Yigaxfm  oomiMled  by  the  Presideiits'  Conference  Committee,  showing  ftn  averace  d 
4.40  per  cent  were  also  introduced  by  the  carriers,  Prouty,  Memorandum,  p.  66.  Mr. 
Newton  of  the  C.  B.  A  Q.  introduced  a  ssmthetio  estimate  for  the  Texas  Midland,  Hear- 
i^a.  March,  1917.  p.  290  and  following :  see  Tfezas  Midland  Brief,  p.  656. 

*  Bee.  for  eiample,  testimony  of  Mr.  J.  E.  Willoughby,  Chief  Engineer  of  the  Atlantio 
Coast  line,  Hearings,  March,  1917.  p.  139.  Mr.  Willoughby  placed  the  engineering 
figure  at  6  per  cent,  for  the  Southeast. 

*  Hearings,  May,  1915.  p.  42  and  following;  March,  1917.  p.  816  and  following; 
smnmariaed.  Notes  and  Comments,  p.  249.  See  also  Texas  Midland  Brief.  At  p.  651, 
His  said: 

*'  A  mere  list  of  percentages  of  engineering  cost  of  total  construction  cost  without 
1  of  conditions  in  each  case  with  those  existing  on  the  road  under  valuation  is 


*  Proatyt  Memorandum,  p.  66;  Notes  and  Comments,  pp.  247-251. 

•  Memorandum,  p.  66;  see  comments  of  Mr.  Brantley,  A.,  B.  A  A.  Brief,  p.  172. 
Mr.  Brantley  insist ri  that  the  Commission's  engineer  working  under  Washington  orders 
was  applying  a  pr«oonoeiTed  theory,  whereas  Mr.  Hansel  was  "  searching  for  the  truth 
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to  resort  to  percentages  had  been  made.  But  the  result, 
translated  into  terms  of  percentage,  gave  2.15  per  cent, 
which  Mr.  Worley  felt  was  an  adequate  allowance  in 
view  of  the  simple  conditions  governing  the  construction 
of  the  road.^  The  carrier  claimed  that  a  percentage  of 
5  or  6  would  be  more  nearly  adequate;  while  the  Ck>m- 
mission  upon  further  consideration  (the  details  of  which 
are  not  made  apparent)  increased  the  percentage  to 
2^  per  cent.  Taken  in  connection  with  certain  changes 
in  tibe  base  figures,  this  gave  a  net  increase  in  the  ''  valr 
nation  "  figures,  from  $54,926,  the  tentative  allowance, 
to  $58,773.«  For  the  Wmston-Salem  Southbound,  the 
allowance  of  5.4  per  cent  was  not  protested,'  for  the 
Kansas  City  Southern,  4  per  cent  was  allowed  over  the 
carrier's  protest.* 

''  Interest  during  construction "  (a  function  of  two 
variables:  the  theoretical  rate  of  interest  and  the  the- 
oretical construction  period)  adds  more  hypothesis  and 
estimate.^  When  the  Bureau  found  that  an  attempt 
to  appraise  the  credit  standing  of  each  carrier  led  to  a 
most  delicate  analysis,  it  resorted  to  hypothesis.  Let 
the  ''  reconstruction  be  done  by  a  company  possessing 
giKxi  credit  and  able  to  buy  supplies  at  advantageous 
prices."  Then  **  since  a  railroad  with  good  credit  has 
no  difficulty  during  normal  times  in  borrowing  money 
at  4}  \>0T  cent  ...  the  rate  of  6  per  cent  would  be 

(  11m  «Mtt«rt  iiiM»l«d.  lKv««rer.  that  with  relatix^  iii^ni^ifiv^  roadwmy  cemtibcfm' 

M«t«c<^  of  ««itiik««niMt,  d\i^  txv  ib«  |>iw»n«  of  ofwlwd  coats  vhieh  did  Bot  vMy.  Snid 
Mr.  M^tXwaM  of  th«  N..O-.  A  ^.  U :  "  A« a  fveeral ruW the pirtn  ttir  rmit  ttiiiwMBM 
iW  |wr  oMit  whM^  (h^re  M^  iio  oUmt  coeRphcMxd  oonditaoDt  of  oonitrttetMii.**  HMr> 
iikCik  MMv4i«  1<I17,  |v  r^    !W  ahk^  HMuiAca,  May.  191S.  p.  43  (Mr.  Hiwri);  aad  A^ 

R.A  .\.nmf,|v^  i^v. 

*  tVtM  MMUihI.  1  Via.  R««v  1,  4,V 

*  Wtewton^^MMM  2^>«thboii«Kt  I  V<d.  K««v  l^T,  dCW;  m«,  htyweTv.  Piotaito,  A^  B. 
4  A.,  p  t7;  Kmmm  iXv  i^^UiMtk.  nv  1:^  19;  and  EL.  J.  A  E^  Pf^  2S,  SS. 

«  KaMa»  ^^Vv  :^^«tW«%,  1  Val  K««v  SiSt.  S^SL 

*  lUtt^MMl  WnatiMk,  ivKv  r«  7$^ 
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ample  to  cover  all  incidental  items  of  expense."  ^  And 
80  6  per  cent  has  been  chosen  to  be  applied  to  all  car- 
riers, with  the  added  result  that  upon  this  basis  the 
cost  of  reproducing  different  properties  is  "fairly  com- 
parable." ' 

She  per  cent  has  been  chosen  after  an  examination  of 
the  sale  of  bonds  of  various  kinds  for  the  five  years  pre- 
ceding June  30,  1914  had  ''  led  to  the  belief  that  this 
rate  would  be  ample  to  cover  not  only  the  interest  on  the 
money  but  any  brokerage  which  would  usually  be 
diarged  for  the  obtaining  of  the  money."  Furthermore, 
"  six  per  cent  is  the  legal  rate  in  a  large  section  of  this 
country  where  no  other  rate  is  specified."  *  At  the  pre- 
liminary conference  of  May,  1915,  Mr.  W.  B.  Bailey,  the 
General  Auditor  of  the  Santa  Fe  had  asked  for  7  per  cent 
as  a  minimmn.^  Eight  per  cent  was  asked  by  the  at- 
torneys for  the  Texas  Midland,*  but  the  rate  of  6  per 
cent  was  used  by  the  Kansas  City  Southern.* 

The  tentative  valuation  of  the  Texas  Midland  utilized 
the  formula  developed  in  previous  appraisals  for  cal- 
culating the  amount  of  interest:  allowance  was  made 
for  one  half  the  construction  period  upon  the  total  ex- 
penditures, exclusive  of  land  and  interest.^    Carrier 

>  Tbom  Midbuid,  1  VaL  R«p.  1.  154. 

s  Ibid.,  p.  31;  Kaosm  aty  Soutbem,  1  VaL  Rep.  223.  257. 

>  Tnam  MkOand.  1  Val  R«p.  1,  154. 

In  their  KaiwM  City  Southern  Brief,  MeMis.  Benton  And  Ikrrell  eite  the  fact  that  6 
per  oaat  ie  the  legal  rate  of  interest  in  Miaeouri.    P.  0. 

«  Hmimtfi,  May.  1015.    Mr.  Bailey  aaid: 

**  Meaeored  by  prineqdee  reoocnixed  in  court  decieions,  after  siving  due  weight  to  all 
the  conditione  aurrounding  railway  operations,  and  the  well  reoogniaed  fact  that  interest 
lates  on  all  claases  of  railway  securities  have  shown  an  upward  tendency  for  some  years 
past,  7  per  cent  is  the  minimnm  rate  that  should  be  used  in  determining  interest  during 
eomroction."    P.  51.    See  also  Carrier  Valuation  Brief  of  1915,  p.  111. 

*  Brief,  p.  603.  It  was  insisted  that  the  Texas  Midland,  which  had  been  unprofit- 
able was  not  a  "  safe  "  inveatment,  pp.  090-602. 

*  Bxisf,  19.  219-221. 

*  RaQroed  Valuation,  p.  77;  Kanaaa  City  Southern,  1  Val  Rep.  223,  257. 

The  failure  to  charge  intereat  againat  land  (the  purohase  of  which  is  an  obrious  first 
cost)  is  due  to  adhennce  to  the  letter  of  the  opinion  in  the  Minncaota  Rate  cases:  **  it 
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experts  evolved  much  more  intricate  and  more  ingen- 
ious formulae,*  and  Mr.  Prouty,  in  his  Memorandum, 
expressed  the  opinion  that  a  fairer  basis  would  be  to 
calculate  interest  for  half  the  construction  period  plus 
three  months  on  construction  accounts,  and  for  three 
months  on  the  equipment  accounts.*  Changes  in  the 
Texas  Midland,  \?Vinston-Salem  Southboimd  and  Kan- 
sas City  Southern  figures  were  made  upon  this  basis.* 

The  construction  period  depends  entirely  upon  the 
opinion  of  the  Commission's  engineer,  upon  his  repro- 
duction program,  and  thus  ultimately  upon  the  repro- 
duction hypothesis.  Since  the  reproduction  represents, 
theoretically,  an  entirely  new  project,  the  actual  con- 
struction period  is  not  of  binding  significance.  The 
Bureau  engineer  has  decided  upon  the  period  within 
which  the  work  mi^t  be  economically  done,  recc^nizing 
the  usual  delays  due  to  labor  and  market  conditions,  but 
barring  delays  due  to  financial  troubles,  etc.  And  his 
opinion  has  governed.^ 

III.  Depreciation 

Cost  of  reproduction  less  depreciation  introduces  new 
elements  into  the  hypothesis*  The  railroad,  *^  theoreti- 
callj'  reproduced  ''  in  a  new  condition,  is  next  (and  im- 
meiliatel>')  theoretically  worn  to  the  age  and  condition 
of  the  existing  n>ad  and  equipment.^    Not  that  cost  <A 

irM  «nv^  W  «fiM  1^  IW  mmnhmi  l«k««  *•  tk*  pcfwftt  vmhae  of  the  kadiik  tke  fnthor  auM 
«  .  .  i«Wr«»<  slurium  sxMM4x^«iiv*.''  39l>  l\  $.  3^53;  4&S.  S««  Hcun^i^  DMcnbar.  1917. 
fi^  lM9etvMt  VWin4I\  TVMMMiiluhiBni<.pL«$i:  A^  B.  4  A.  Brief,  p.  07; 

«  IVmm  MiOUMa  H««fl«  w^  «SC  -4!^  tftUic  MMsBK^r  c£  Mr.  A.  W.  XrvtoA.  ] 
Unpw  Miux^  l\^U.  v^  M«.  AMsl  vil  Mr  A.  U  OwmL  |v  SM. 

1  \'^Jl  Hn*^  \.  \W  \W. 

«  rW4M  MxAImmJL  \  Y«l  R<lt^  I.  JSI.  Kmmm  OUy  StMitWinu  1  TaL  Rmvl  1B^  1S6l 
»  TW  MI^«rtMi«  MiiMcm  thNM  %W  A .  Vl  4  A  n»i>iSii^  b  «i«oitd  m  tke  A^  B.  A  A. 

Mr  Ifcaailny    ^  WM ^mI  yvik  %li«iA  «  i» iMb«ri 
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Tq>roduction  less  depreciation  reproduces  the  railroad 
with  second  hand  materials.  Where,  for  example,  can 
one  find  ''  the  millions  of  second  hand  ties  " — unless, 
to  be  sure,  they  are  made  available  by  the  "  mental 
obliteration  "  of  the  existing  roadbed  ?  ^  Nor  is  repro- 
duction cost  determined  in  terms  of  the  selling  price  of 
second  hand  materials.*  On  the  contrary,  cost  of  repro- 
duction less  depreciation  seeks  to  measure  how  much  of 
the  hypothetical  present  investment  (cost  of  reproduc- 
tion new)  remains  imimpaired  after  the  new  plant  units 
are  assumed  to  be  worn  and  aged  to  the  condition  of  the 
existing  units. 

Appraisal  of  accrued  depreciation,  or  the  determina- 
tion of  hypothetical  depreciation  measured  in  terms  of 
accrued  depreciation,  is  much  complicated  by  the  fact 
that  obsolescence  (''fimctional  depreciation")  is  so  im- 
portant a  consideration  in  railroad  operations.  Prog- 
ress of  the  arts  has  quickened  the  force  of  the  inevitable 
I^ysical  wasting.  "  The  steel  bridge  has  been  removed 
because  it  could  no  longer  carry  the  heavier  rolling  stock 
which  modem  methods  of  operation  have  rendered  im- 
perative. Cars  and  engines  have  been  discarded,  not 
for  the  reason  that  further  repairs  could  not  be  made, 
but  rather  because  the  type  had  become  obsolete."  • 

prodooe  b  $22,546,132,  ftnd  that  on  the  same  data,  it  is  in  a  depreciated  condition  .  .  . 
S17.M0.584  ?  '* 

Mr.  Jones:  "  Why  there  is  some  theory  in  the  proposition,  of  course,  and  the  theory 
is  that  yoa  are  reproducing  it  on  that  basis  —  jrou  reproduce  it  new,  and  that  theory,  of 
eoorse,  is  an  estimate  on  certain  assumptions.  Part  of  the  property  is  there  and  has 
been  there,  and  depreciation  is  estimated  on  the  basis  of  what  is  there." 

>  Condition  Per  Cent,  W.  G.  Brantley,  pp.  11,  32;  see  also  A.,  B.  A  A.  Brief,  pp. 
454,  461.  547, 548.  and  testimony  of  Mr.  C.  8.  Churchill  of  the  Norfolk  A  Western, 
quoted,  ibid.,  p.  523. 

>  Teas  Midland.  1  Val.  Rep.  1,  69.  70. 

s  Texas  Midland,  1  Val.  Rep.  1, 127;  see  also  Hearinei,  June,  1917;  and  espedally, 
the  testimony  of  Mr.  D.  F.  Crawford,  general  manager  of  the  Pexmsylvania  Lines  West, 
p.  21.  The  carrier  attorneys  hare  sought,  at  great  length,  to  demonstrate,  what  no  one 
has  stifimed  disposed  to  deny,  that  retirements  of  equipment  have  been  made  for  inade- 
quacy, and  that  seldom,  except  **  to  keep  a  series  complete,*'  has  equipment  been  re- 
placed in  kind. 
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Because  the  railroad  business  is  in  this  ^'dynamic'' 
state,  the  data  upon  which  to  calculate  for  the  future 
are  rendered  slender.  There  is,  for  example,  substan- 
tially no  information  upon  which  to  gauge  the  probable 
working  life  of  steel  equipment.  Surely  experience  with 
wooden  cars  is  inconclusive.  It  is  even  conceivable,  as 
says  the  Commission,  that  electricity  may  supplant 
steam  as  a  motive  power,  or  that  some  discovery  may  do 
away  with  both  steam  and  electricity.*  "  Total  life  " 
calculations  from  the  nature  of  the  case,  therefore,  in- 
volve prophecy,  and  introduce  a  second  source  of 
uncertainty  into  the  appraisal  of  depreciation.' 

The  Commission  has  met  the  difficulty  created  by  the 
importance  of  obsolescence  by  giving  the  benefit  of  the 
doubt  to  the  railroad.  Only  imminent  functional  de- 
preciation is  considered.  If  a  bridge  is  too  light  for  the 
equipment,  and  should  be  removed,  or  if  station  facili- 
ties are  too  small  for  the  business, "  the  depreciation  has 
already  taken  place."  Likewise,  *'  if  for  example  the 
railroad  has  already  begun  to  remove  bridges  of  a 
similar  t}7)e,  because  they  are  too  light,  this  fact  must 
be  considered."  Or,  "  if,  while  the  station  may  do  for  a 
few  years  to  come,  plans  are  already  being  conadered 
for  it«  replacement,  the  architect  must  not  close  his  eyes 
to  this  circumstance,  and  look  only  to  the  phyacal 
condition  of  the  property.**  But  only  that  functicmal 
depreciatiivn  which  can  be  **  accurately  forecast "  is 
considereil.   There  must  be  no  resort  to  "  ^peculation."  » 

»  T%«MMUlMia.lV«a  lUfk  I.  If?.  1»k:  f«*»biM^Ji 
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So,  for  example,  neither  excavation  in  cuts  or  tunnels, 
nor  embankments,  have  been  depreciated,  altho  it  is 
quite  within  the  realm  of  probabilities  that  changes  of 
line  in  curvature  elimination  or  grade  reduction,  such  as 
thoee  which  gave  rise  to  the  Kansas  City  Southern 
controversy,^  may  be  of  importance  in  the  future,  as  in 
the  past. 

Even  where  standard  normal  life  figures  have  been 
promulgated,  recognition  of  the  fact  that  maintenance 
and  service  factors  necessarily  govern  the  individual 
case  has  led  the  Commission  to  permit  its  engineer  to 
fix  the  total  life  for  items  of  plant  inspected.*  The  logic 
of  this  practice  is  evident  enough  when  it  is  realized 
that  the  standard  figure  is  itself  only  an  average  ''  esti- 
mate," based  upon  "  observation,"  and  "  opinion,"  and 
a  great  *'  amount  of  study  .  .  .  mainly  in  the  way  of 
collecting  statistics."  *  How  the  figures  reported  in  the 
EIngineering  Board  Memorandiun  were  fixed  upon  is 
pertiaps  adequately  explained  by  the  Conunission: 

It  has  been  said  l^t  the  average  life  of  steel  bridges  in  this  coun- 
try has  not  exceeded  30  years.  This  may  be  true;  our  studies  would 
indicate  that  some  comparatively  short  period  would  represent  the 
active  service  life  of  that  structure;  but  it  is  also  perfectly  evident 
that  this  has  been  due,  not  to  the  actual  wearing  out  of  the  bridge, 
but  to  its  inadequacy.  It  is  further  not  apparent  that  the  same 
cause  will  be  operative  to  the  same  extent  in  the  future. 

>  Kiniwi  CHy  Southem  Ry.  Co.  r.  U.  8..  231  U.  8. 423.  See  also  Mr.  Prouty'i  di«- 
eoaion  of  the  aorpliit,  EMtern  Advance  caee  of  1910,  20  I.  C.  C.  243,  271.  quoted, 
Rftilroed  Valuation,  p.  116. 

*  **  Let  it  now  be  aaeumed  that  the  eame  kind  of  a  atruoture  which  has  been  in  place 
for  30  yean  b  under  ioipeetion.  Obeerration  ahowi  that  this  structure,  either  through 
lack  of  proper  maintenance  or  due  to  its  location  or  from  some  accident  of  its  use,  is 
badly  corroded  and  otherwise  worn.  If  the  same  rate  of  depreciation  continues  for 
another  10  years  the  structure  must  be  replaced.  In  this  case  the  engineer  wotild  reduce 
the  probable  life  from  70  years  to  40  years;  the  bridge  would  be  three-fourths  worn  out 
and  its  condition  per  cent  wodd  be  25/100. 

Upon  the  other  hand,  an  obeerration  of  this  structure  might  show  that  it  had  been 
perfectly  maintained  and  at  the  end  of  30  years  was  apparently  as  good  as  at  the  begin- 
ning.  Tlie  engineer  might  feel  that  this  bridge  was  likely  to  continue  in  service  for  more 
than  another  40  years,  and  in  that  event  he  might  increase  the  total  life  as  a  result  of  his 
iwspeetiop  from  70  to  80  years.  The  condition  in  this  event  would  be  not  40/70  but 
60/30."    Texas  MidUnd,  1  Val.  Rep.  1.  120. 

•Ibid.,  p.  126. 
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Thirty  years  is  not,  therefore,  used  as  the  total  life  by  which  steel 
bridges  are  to  be  depreciated.  There  is  no  way  in  ^^ch  a  satisfac- 
tory total  life  can  be  fixed  for  a  structure  of  this  character,  but  the 
engineers  have  decided  that,  taking  all  things  into  account,  70  years 
will  probably  fairly  represent  that  period;  certainly  it  is  sufficiently 
long  for  an  average  life,  and  this  figure  for  total  life  is  used  in  the 
depreciation  of  steel  bridges.^ 

And,  upon  the  same  basis,  concrete  and  masonry  (the 
use  of  the  one  being  substantially  in  an  experimental 
stage,  so  far  as  length  of  life  is  concerned)  are  assigned  a 
normal  life  of  100  years;  timber  structures,  of  50  years; 
cast  iron  culvert  pipe,  a  normal  life  of  80  years,  and  other 
steel  or  iron  pipe,  of  30  years.*  Rails  are  held  normally 
to  have  two  cycles  of  life:  new  to  relay;  and  relay  to 
scrap.  The  first  cycle  for  a  particular  carrier  (or  for  a 
particular  division  of  the  same  carrier)  is  determined  by 
a  statistical  study  of  rail  renewals;  the  second  cycle,  on 
the  basis  of  50  years,  etc.,  etc.*  How  conclusive  this 
study  of  rail  renewals  may  be  is  indicated  by  the  con- 
tentions in  the  Texas  Midland  case.  Twenty-five  years 
was  originally  fixed  upon  by  the  Conunission's  engineers. 
Mr.  Wells,  the  General  Manager,  claimed  80  years,  but 
the  tentative  valuation  reported  figures  based  upon  the 
25-year  normal  life.  After  conferences,  the  Bureau 
recommended  an  increase  to  40  years,  and  figures  cal- 
culated on  this  hypothesis  were  made  "  final "  by  the 
Commission's  order,  which  recognized  that "  no  definite 
figure  can  be  named  with  absolute  certainty."  * 

The  inventory  inspection  has  served  to  set  the  actual 
life  standard  used  (where  the  normal  has  been  departed 

1  Texas  Midland,  1  Val.  Rep.  1.  128. 

I  Engineering  Board  Memorandum,  No.  228,  ibid.,  p.  194.  Tbe  eame  nocinal  lifi 
(100  years)  is  aaeigned  to  masonry  in  eaoh  di£Ferent  stnieturea  aa  tunnela,  euhrwli, 
pianand  buikUncs. 

*  Ibid.  It  ia  provided  also  that  rail  originally  laid  new  in  aide  traoka,  and  to  be  vnd 
in  this  service  until  serap,  shall  be  given  a  normal  life  of  75  years. 

«  Ibid.,  p.  62.  The  opposing  contentions  are  disoossed,  Hearings,  Blaioh,  1917,  pp. 
856.872. 


Digitized  byVjOOQlC 


RAILROAD  VALUATION  59 

from)  and  has  furnished  the  data  from  which  the  cost  of 
reproduction  less  depreciation  figures  have  been  cal- 
culated. Instructions  provide  for  careful  and  detailed 
notes  of  observation  covering  the  age,  wear  and  tear, 
maintffliance  and  probable  service  life  of  the  inventory 
units.^  Some  short  cuts  have  been  invoked.  Whero 
renewals  have  become  imif orm  in  quality  and  quantity, 
the  service  condition  (i.  e.,  the  percentage  of  cost  of 
reproduction  now  reported  as  cost  of  reproduction  less 
dq>reciation)  of  ties  "  shall  be  considered  as  SO  per 
cent/'  while,  imder  similar  conditions,  for  rails  in  ysxda 
and  for  frogs  and  switches  ''  a  service  condition  of  50 
per  cent  may  be  used."  *  All  locomotives  and  all  pas- 
senger cars  are  inspected,  but ''  ordinarily  not  less  than 
10  per  cent ''  of  the  freight  cars  {''  and  as  many  moro  as 
may  be  necessary  to  furnish  a  fair  basis  ")i  in  order  to 
secure  a  standard  of  condition  to  be  applied  to  the 
entire  series.'   SpUce  bars  and  bolts  are  *'  depreciated  in 


I  for  Field  Work,  eto..  Roadway  Branch,  p.  8;  Bridge  Branch,  p.  10; 
Baildinc  Branch,  p.  10,  etc.  For  ballast  **  no  mortality  tables  or  etatiatioal  data  were 
ATaflabfe,**  and  entire  retort  waa  had  to  obeervation.   Texas  Midland,  1  Val.  Rep.  1, 83. 

>  Engineerinc  Board  Memorandum,  No.  226.  Texas  Midland,  1  Val.  Rep.  1,  184. 

>  Instructions  for  Field  Work,  etc.,  Mechanical  and  Electrical  Branch,  p.  10;  see 
Hearinss.  January,  1917.  p.  175;  March,  1917,  p.  861 ;  and  Protest,  N.  C.  T.  A  M..  p.  17. 

For  equipment,  which  by  repairs  and  renewals,  many  witnesses  (Mr.  Julius  Krutt- 
sefanitt.  Hearings,  March.  1917,  pp.  309-323;  Mr.  J.  E.  Muhlfeki,  p.  743;  Mr.  Harxy 
T.  Bentley,  p.  803;  Mr.  C.  E.  Chambers,  p.  763)  testified  oouU  be  indefinitely  continued 
ia  sarrioe,  and  for  which  therefoze  they  alleged  that  it  was  impossible  (especially  in 
view  of  the  instructions  of  the  Commission  to  ignore  all  except  "  imminent  '*  obsoles- 
oenee)  to  fix  a  total  life,  the  Commission  has  fixed  a  "  weighted  average  condition  per 
cent-: 

"  ¥niile  the  life  of  the  car  itself  may  be  indefinitely  prolonged,  the  different  parts  of 
that  ear  wear  out  and  must  be  replaced.  The  car  is  therefore  divided  into  three  such 
psrts,  the  trucks,  the  underframe,  and  the  body,  and  each  one  of  these  parts  is  depre- 
ciated by  itsdf .  The  three  are  then  combined  into  a  weighted  average  from  which  the 
condition  per  cent  of  the  oar  is  determined.  The  weighted  average  may  be  taken  itsdf 
as  the  condition  per  cent  or  may  be  reduced  if  the  type  of  the  car  is  such  that  its  use  will 
not  be  eontinued  in  the  future. 

"  Tlie  same  rule  is  applied  to  locomotives  and  other  rolling  stock  and  also  in  a  degree 
to  certain  buildings  and  structures.'*  Ttaas  Midland,  1  Val.  Rep.  1,  63;  compare 
testiniony  of  Mr.  Prouty,  Hearings,  March,  1917.  p.  861. 

An  invalid  objection  is  raised  to  this  method  by  Mr.  Brantley  (Condition  Per  Cent, 
p.  17)  alleging  that  "  inoonsistent  results  . .  .  will  depend  upon  the  date  of  the  valua- 
taoo.'*  on  aoooont  of  additions  by  shopping,  etc. 
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cycles  on  the  same  basis  as  the  rail  with  which  they 
are  used '';  spikes, ''  on  the  same  basis  as  the  ties.''  ^ 
And,  altho  it  is  stated  as  a  governing  ''  principle  "  that 
labor  depreciates  with  the  items  of  property  of  which 
it  is  a  part,  engineering,  largely  a  labor  cost,  is  not  de- 
predated.* 

The  carriers  have  attacked,  not  the  statistical  ade- 
quacy of  the  depreciation  figures,  but  the  premises 
upon  which  the  Commission's  engineers  have  worked, 
and  upon  which,  therefore,  the  depreciation  figures  are 
predicated.*  The  difference  is  one  of  fundamental  defi- 
nition.* "  The  witnesses  called  by  the  carriers  —  men  of 
candor,  ability  and  experience  —  while  fully  recognizing 
deterioration  from  age  and  use  and  the  necessity  of 
repairs  and  replacements  of  perishable  elements,  state 
that  in  the  absence  of  deferred  maintenance,  there  is  no 
depredation^'^    Deterioration  is  not  depreciation;  dete- 

1  Engineering  Board  Memorandum.  No.  226,  Texas  Midland,  1  VaL  Bep.  1,  1M» 
185. 

>  Ibid.,  pp.  183. 151.  The  other  overiieads  are  depreciated  (p.  158);  tho  the  teaaoa 
aeaigned  for  failure  to  depreciate  engineering  (a  ooet  epread  over  the  whde  of  a  depre- 
dated plant),  that  of  difficulty,  would  seem  to  apply  with  equal  validity. 

*  The  Kansas  City  Southern.  "  solely  for  the  purpoee  of  comparison  with  the  reniUi 
reported  by  the  Commission."  since  the  carrier  denied  '*  the  right  of  the  Pnminisiion  t» 
deduct  any  sum  or  amount  whatsoever  from  the  Cost  of  Reproduction  New,'*  and  in- 
sisted *'  that  there  was  no  depreciation  as  of  June  30. 1914,"  introduced  a  table  eompa^ 
ing  a  '*  carrier's  Condition  Per  Cent  "  (relating  "  to  different  pieces  or  elements  of  the 
railroad  property  when  considered  separately  and  not  as  a  part  of  a  going  ooncsm  *') 
and  the  "  Commission's  Tentative  Condition  Per  Cent."  Pft>te8t,  pp.  48-45.  For  2ft 
of  the  80  accounts  the  carrier  figures  were  higher  than  the  Commission's  figures,  and 
for  4  of  the  remaining  5  the  difference  was  less  than  2  per  cent.  For  9  of  the  25  aeooonis, 
the  difference  was  5  per  cent  or  under,  for  7,  6-10  per  cent;  for  8. 11-15  per  cent;  for  8r 
21-25  per  cent;  for  1.  32  per  cent,  and  for  1,  34  per  cent.  In  terms  of  dollars,  the  dif- 
ferences would  be  more  considerable,  since  applied  to  higher  carrier  figures. 

«  Texas  Midland  Brief,  p.  743;  Texas  Midland.  1  Val.  Rep.  1,  48. 

•  Texas  Midland  Brief,  p.  743.  also  p.  247.  The  most  notable  witness  was  Mr.  JuUne 
Kruttschnitt.  Hearings.  March,  1917,  beginning  at  p.  309.  The  foUowing  ezoecpi  from 
his  testimony  is  typical: 

Mr.  Brantley:  "  Mr.  Kruttschnitt,  as  a  maintenance  man,  I  would  like  to  ask  yoa 
this  question.  If  a  government  inspector  went  over  your  road  and  reported,  for  instanoe, 
that  your  track,  that  is,  the  ties  and  rails  and  so  forth,  was  in  80  per  eent  oomdition  or 
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Tioration  exists  only  in  ample  properties,  there  being  no 
dqneciation  in  a  composite  property,  say  the  track, 
txmsisting  of  partially  worn  (deteriorated)  rails,  ties, 
fastenings,  etc.,  unless  repairs  and  replacements  have 
been  neglected.  The  whole  is  something  more  than  the 
sum  of  its  parts*^ 

The  carrier  interests,  using  the  fundamental  defini- 
tions of  depreciation  and  capacity  for  service  promul- 
gated by  the  Ck>mmission's  engineers,  have  sought  to 
apply  these  definitions  to  their  own  depreciation  con- 
cept. The  Commission's  definition  of  depreciation  — 
^'  the  lessening  in  worth  of  physical  property  due  to  use 
or  other  causes  "  '  is  unfortunate,  since,  in  a  going  con- 
cern where  the  units  of  plant  do  not  come  on  the  market 
as  second  hand,  depreciation  measures,  not  a  lessening  of 
worth  {"  value,''  in  the  sense  of  selling  price),  but  the 
portion  of  the  investment  used  up  in  furnishing  past 
services.*     The  carriers  have  therefore  quite  jiistly 

Its  per  oeai  eondttkni,  wliat  would  you  oondtide  that  be  had  found  with  respect  to  yoor 
obKiation  of  maintenanee  —  that  you  had  neglected  it  for  a  year  or  two  T  '* 

Mx.  Krottachnitt:  **  Fifteen  per  cent  deferred  maintenance  is  a  great  deal,  a  very 
great  deal,  according  to  the  figures  read  out  here.  It  is  a  year  and  a  half  maintenance  on 
one  system  of  ours  and  a  year  and  a  quarter  on  the  other.  Knowing  our  sjrstem  as  I  do, 
I  iboald  be  very  skeptical,  and  should,  if  permitted,  confer  with  him,  and  ask  *  I  want 
yoo  to  show  me  how  you  have  reached  this  conclusion.'  Assuming  that  our  track  had  a 
million  ties  in  it,  15  per  cent  depreciation  or  deferred  maintenance  would  mean  that  our 
offioen  had  failed  to  put  in  160,000  ties  that  they  should  have  put  in.  and  I  should  ask 
the  inspector  to  walk  over  the  track  with  me  and  show  me  the  ties  that  he  thought  ought 
to  some  out.  If  he  did  so  I  should  be  much  disappointed  because  our  people  had  not 
cbsyed  instructions,  but  I  could  not  find  any  fault  with  his  conclusion.  On  the  other 
hand,  if  he  could  not  show  them  I  should  conclude  that  he  was  in  error. 

Mr.  Brantley:  "  So  that  as  a  maintenance  man  you  would  understand  his  statement 
that  your  track  was  in  85  per  cent  condition  to  mean  that  there  was  15  per  cent  there  of 
negleeted  maintenance  ?  " 

Mr. Kruttschnitt:  "Yes." 

Director  Prouty:  "  You  could  not  put  any  other  construction  on  it  ?  " 

Mr.  Kruttschnitt:  "  No.  I  cannot  conceive  what  other  construction  I  could  put  on 
the  language."  P.  316. 

>  See  Railroad  Valuation,  pp.  122-124,  and  especially  the  excerpts  there  quoted 
from  the  Carrier  Valuation  Brief  of  1915.  pp.  162, 166,  231-237:  the  Protests  of  the  in- 
dividual carriers,  Texas  Midland,  pp.  24. 25,  A..  B.  A  A.,  pp.  66-68,  80;  and  Hearings, 
September,  1915.  p.  35. 

«  Engineering  Board  Memorandum,  No.  226.  Texas  Midland,  1  Val.  Rep.  1,  183; 
see  also  the  discussion,  p.  125  and  following. 

*  Depreciation  is  thus  the  accounting  recognition  of  the  "  ripening  "  into  product  of 
a  part  of  the  savings  embodied  in  the  plant:  an  adequately  accumulated  depredation 
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maintained  that  the  Commission  has  enunciated  a 
defijiition  in  terms  of  worth,  or  value,  only  to  report 
figures  in  terms  of  a  loss  of  service  units,  or  of  the  ex- 
haustion of  ''  capacity  for  service/'  itself  an  ambiguous 
phrase.^  This  ambiguity,  also,  the  carrier  has  hit  upon. 
"  A  locomotive  twenty  years  old  .  .  .  will  pull  the  same 
load,"  *  and  the  track  composed  of  half  worn  materials 
possesses  as  much  capacity  for  service  (i.  e.,  as  many 
trains  can  be  run  over  it  per  day)  as  an  entirely  new 
track.*  "  It  would  be  folly  and  waste  to  attenq>t  to 
have  all  of  the  parts  new  all  the  time."  *  Its  "  value  in 
use  "  is  as  great  as  that  of  a  new  track.'   "  The  value  of 

iMeiii)  meMUTM  the  extent  to  which  the  '*  ripeninc  **  prooeH  haa  cone;  the  JUfeienee 
between  inveetment  and  this  total  accumnlfttiftn  mmmam  wnimpMred  iiiTwtment.  8m 
BMlroed  Vahutkm.  pp.  117. 118. 

Mr.  Jonee,  the  Commiiirion'e  District  Knginew  in  oharge  of  the  A..  B.  A  A.  wotk 
defined  depreciation  ea  "  expired  cost."    Quoted,  A..  B.  A  A.  Brief,  p.  458. 

>  Texaa  Midland  Brief,  p.  743.  Mr.  Brantley  had.  however,  defined  depreeiatioa  a» 
**  the  loee  in  aerrioe  hfe.'*    Hearing*.  May.  1015,  p.  85. 

>  Texaa  Midland  Brief,  p.  790. 

*  Condition  Per  Cent,  W.  G.  Brantley,  p.  23,  aleo  pp.  8.9. 

This  meaninc  of  capacity  for  aerrice  is  not  the  meaning  attached  to  the  words  by  the 
ConunisBion.    This  should  be  dear  from  the  explanation: 

"Tbebureauhas  treated  depreciation  as  the  exhaustion  of  capaeily  for  SHTiee.  It 
has  inquired  how  much  of  such  capacity  existed  when  new,  what  part  still  remains  It 
states  the  remaining  capacity  as  a  fraction  of  which  the  total  is  the  denominator  and  the 
part  remaining  the  numerator.  Taking  cost  of  reproduction  new  ths  depredatMii  which 
has  already  accrued  is  subtracted,  due  consideration  being  given  to  salraas  or  won^ 
whan  this  exists,  aixi  the  remainder  is  given  as  cost  of  reproduction  Isss  digrewstinn  " 
Tuns  Midland,  1  VaL  Rep.  1. 

«  Texas  Midland  Brief,  p.  744;  see  disruswon  by  Mr.  Brantley,  Hearin^i.  May» 
1915,  p.  77  to  the  same  effect. 

»  Mr.  Brantley,  ibid.,  p.  67,  cites  the  Badnis  esse,  where  the  Soptcme  Coait  said» 
154  U.  S.  430,  **  And  when  the  statute  prorideB  that  such  property  shaD  be  assSHsd  a4 
Hs  true  *  cash  vmhie  *  it  means  to  require  that  it  shall  be  i Messed  at  the  vafan  wkseh  it 
has  ss  used  and  by  reason  of  its  use.**  He  then  continuee,  **  We  are  of  the  opinion  thai 
the  value  to  be  ascertained  is  the  value  of  the  property  as  used  and  by  reason  of  ite  use. 
If  this  be  sound,  it  would  foUow  thst  the  depreciation  to  be  ascertained  in  '  eost  of 
Niwoduction  less  depreciation  *  is  that  detcriocation  in  physical  ptmiettj  wheisiif  its 
vahM  in  use  is  affected.^ 

In  his  Condition  Fsr  Cent,  p.  10,  Mr.  Brantley  said: 

**  A  railroad  property  cannot  be  maintained  aixi  iu  fuD  *  capacity  for  ssrviea '  epB-> 
tinued,  except  by  s  constant  and  continuous  replacement  of  its  various  plant  vnita.  Ite 
thing  sought  is  not  a  continuous  condition  of  newnees  for  eaeh  plant  unit,  but  is  a  eoB- 
tiatnous  condition  of  full  and  coa^tlete  *  capacity  for  serriee.'  A  plant  unit  with  its 
'H31  capacity  for  asrriee  *  .'exislUNt  *t  the  date  of  vahsatioB,  cannot  be  said  to  be  ds- 
ptacsatisd  because  iu' capacity  for  service*  will  expire  two,  four,  ei^  or  twuty  y  wis 
Wnea.  Ill*  full  capacity  for  service  *  exisiiiv  on  vahsation  date,  thsrs  is  bo  diproein- 
tiaHhaiSTistii^sMlthaisc*  being  that  whens^si  its' eapaei^yierasnpisa'fdMhi 
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the  inyestment  is  measured  by  the  service  that  the  com- 
bination  of  the  various  plant  units  in  use  can  render,  and 
80  long  as  this  service  continues  complete  for  the  pur- 
poses desired,  there  is  no  loss  in  worth  of  investment, 
and  hence  no  depreciation."  ^  In  "  normal  service  con- 
dition ''  the  track,  composed  of  deteriorated  simple 
pnq)ertie8,  possesses  its  ''full  capacity  for  service"; 
and  the  same  is  true  of  adequately  maintained  equip- 
ment and  structures.'  In  lieu  of  the  "  impossible  guess- 
ing about  the  future  life  of  a  property,"  the  carriers 
would  establish  "  a  proper  standard  of  operating  con- 
ditions for  each  railroad  property,"  depreciation  to  be 
noted  only  to  the  extent  to  which  the  owner  has  allowed 
the  property  to  depart  from  that  standard  of  imity  or 
100  per  cent.*   Plant  worn  to  the  normal  state  of  depre- 

Mnior  wiD  iMt  be  ealfed  upon  to  main  Any  new  inyestment  ol  oairftal  in  order 

a  nev  pinai  vntt  to  take  its  pleee,  but  may  oharge  the  ooet  of  eame  to  ofMrating  ezpenaes, 

■oeb  fntnie  depteciation  eannot  affeet  the  value  of  the  investment  on  the  date  of 


>  Conditioii  Per  Cent,  p.  7.    See  abo  Pft>teeta,  Individual  Carriera. 

*  nML.p.32.  See  alao A.. B.  A  A.  Brief,  p.  627;  and  Tbxaa  Midland  Brief,  pp.  718. 
(tiea);  734  (equipment);  785  (bridcee,  trettlea.  and  etmeturee).  In  Condition  Per 
Cent,  Mr.  Brantley  even  insisted  that  replaoements  caused  by  obeolesoenoe  involved 
**  DO  sogiestion  of  loss  of  capacity  for  service,"  p.  15. 

*  Hearings.  September.  1915.  p.  44;  also  Texas  Midland  Brief,  p.  722.  where, 
piemised  upon  Mr.  Kruttschnitt's  testimony,  it  is  stated,  "  The  same  standard,  that  is 
utty  of  100  per  cent,  should  be  used  for  all  railroads  and  the  principles  to  be  followed  are 
fBosral  and  apply  equally  well  to  the  Pennsylvania,  New  York  Central.  A..  B.  ft  A., 
Texas  Midland,  or  any  other  railroad."  The  propoeed  process  of  determination  can  be 
tftma  in  Mr.  Kruttschnitt's  words: 

**  The  qoestioDs  asked  by  the  Commissioners  evidence  the  diflSoulty  they  seem  to 
•neoonter  in  prrecrihing  what  is  the  proper  standard  of  maintenance  as  to  ties  —  that 
ncbt  be  made  ceneral;  I  simply  take  ties  as  an  illustration  —  to  which  the  condition  of 
roads  under  valuation  should  be  referred.  Tbe  same  standard  —  that  is.  unity,  or  100 
percent  —  should  be  used  for  all  roads  and  the  principles  to  be  foUowedare  generaland 
apply  equally  well  to  the  Pennsylvania.  New  York  Central.  A..  B.  ft  A.,  Texas  Midland, 
or  any  othsr  road,  and  is  the  method  I  have  used  on  more  than  one  occasion  when  re- 
porting  on  roads  the  purchase  of  which  was  under  consideration  by  our  company. 

*'  1.   Determine  total  number  of  ties  in  the  track  to  be  valued. 

"2.  Determine,  preferably  at  the  time  just  after  the  annual  renewals  have  been  com- 
pleted, bow  many  ties  remain  in  the  track  that  shouki  be  removed  at  that  time.  This 
count  to  embrace  either  the  entire  milease  or  typical  miles  from  which  the  count  on  the 
whole  road  could  be  deduced. 

"3.  Detenninetheaveracelifeof  ties  from  the  records  of  the  carrier  to  be  valued,  or 
if  these  are  defective,  determine  the  information  from  the  best  available  sources. 

"  For  iDostration.  let  us  assume  that  there  are  1,000,000  ties  in  the  road  to  be  valued. 
and  that  tbeir  averace  life  is  10  years,  from  which  it  foUows  that  depredation  wiU  be 
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ciation  (or  what  the  railroads  call  deterioration)  would, 
if  maintained  to  the  standard  set,  be  reported  as  unde- 
preciated. Cost  of  reproduction  new  and  cost  of  re- 
production less  depreciation  coincide.^  So  runs  the 
carrier  plea. 

But  all  this  assumes  that  maintenance  in  a  state  of 
working  efficiency  is  maintenance  of  the  investment 
Investment  (or  hypothetical  investment,  cost  of  repro- 
duction) is  made  in  terms  of  dollars,  and  can  only  be 
measured  in  terms  of  dollars.  Maintenance  of  the  in- 
vestment is  attained  through  '^  putting  earnings  back 
into  the  property"  equal  to  the  amount  of  original 
investment  used  up  in  furnishing  current  services,  how- 
ever true  it  may  be  that  a  state  of  working  efficiency 
(ability  to  turn  out  ton-miles  in  a  given  period)  has  been 
the  ideal  sought  by  the  engineer  to  whom  the  financier 
has  delegated  the  problem  of  establishing  operating  and 
maintenance  standards.  But  the  cost  of  much  eiristing 
railroad  plant  has  been  charged  to  operating  expenaea 
and  maintenance  in  the  past.  Extensions  and  equipm^it 
purchases  have  been  financed  out  of  earnings.     It  is 

fully  offMt  and  arreatod  if  the  annual  renewals  are  auhatantially  100.000  tiea.  If  on  Ib- 
ipeotion  and  count  Um  eonohiaion  is  readied  that  the  number  of  ties  to  be  iwaoT^ad  ii 
necUcible,  it  prw«t  alMUuUly,  without  further  reljrinc  on  the  judcment  or  eatiiiiitea  of 
any  inspector,  that  all  neoeesaiy  renewals  hare  been  made,  depredation  fuOsr  a*  t  Hied, 
nnd  the  condition  of  the  ties  standard,  or  100  per  cent. 

"  4.  If  actual  count  shows  that  50,000  ties  should  be  removed  after  annual  rsawali 
hare  been  made,  it  shows  that  the  unarrested  depredation  is  50.000  dirided  by  1,000.000 
or  5  per  cent.  If  the  number  of  tice  to  be  remored  amounts  to  175.000.  the  depredation 
is  1 75.000  diTided  by  1 .000.000.  or  1 7 )  per  cent.  If  the  number  to  be  removed  is  ffXMXKH 
the  depreciation  is  500.000  divided  by  1.000.000.  or  50  per  cent.** 

>  Mr.  Brantley  summarised  his  contention: 

**  As  to  any  piece  of  property  wiuch  could  not  on  the  date  of  valuation  be  reprodnead 
under  a  rational  and  reasonable  encineerint  procram,  for  less  than  its  eost  new  .  .  , 
that  the  cost  of  reproduction  leas  depreciation  must  be  the  same  figure  as  the  fignre  of 
eost  new."    A..  B.  A  A.  Brief,  p.  4^    He  had  previously  said.  p.  439: 

**  The  earncn  have  for  four  years  been  combatting  this  theory.  TVir  eontention  ii 
that  the  direction  given  the  Commiisioo  by  the  valuation  act  is  to  report,  not  two  fi|^ 
ures  but  one  figure,  and  that  a  cost  figure.  In  other  words,  that  the  act  diraela  tks 
Commission  to  ascertain  first  the  cost  of  reproduction  new  of  the  property,  whi^  ii  a 
oMt  figure,  and  then  to  ascertain  the  cost  of  reproducing  it  in  its  eristing  oondition, 
which  invohret  a  consideration  of  how  much  lese  than  new  cost,  if  any,  the  inmieitjr  ean 
be  reproduced  for  bsoauas  of  the  aiisienre  of  depredation,  if  any.** 
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Dtir^  possible  that,  in  an  entirely  haphazard  manner, 
he  level  of  unimpaired  savings  embodied  in  the  total 
lant  may  even  have  been  increased,  tho  a  state  of  work- 
Dg  efficiency  has  been  the  ideal  actually  sought.^ 

It  18  recognized,  moreover,  that,  when  a  large  and 
raried  plant,  such  as  a  railroad,  is  worn  to  a  state  of 
Kxnnal  depreciation  C' deterioration  ")y  a  formal  de- 
Nredation  reserve  is  not  needed  except  for  clearer  exhibi- 
lon  of  the  facts.*  Until  formal  insistence  on  the  part  of 
he  Commission,  against  which  vigorous  protest  was 
oade  by  carrier  representatives,  depreciation  reserves 
or  equipment  were  rare  indeed.'  Bookkeeping  was 
implified  by  charging  replacements  to  operating  ex- 
WDse  (maintenance)  in  preference  to  setting  up  a 
Iqneciation  reserve,  against  which  replacements  should 
le  charged.  The  effect  of  this  confusing  short  cut  has 
leen  to  create,  in  the  minds  of  some  railroad  men,  the 
dea  that  they  have  a  '^  right "  to  make  needed  replace- 
oents  out  of  current  earnings;  that  the  entire  cost  of  a 
lew  rail  or  car  bought  in  1915  is  a  part  of  the  cost  of 
>roducing  transportation  in  1915.    As  a  matter  of  fact. 


1  At  length.  Railroad  Valuation,  pp.  108-124;  and  compare  teetimony 
f  Mr.  Kratfeeehnitt,  Hearin^i,  March,  1917.  p.  314;  of  Mr.  A.  H.  Plant,  comptroller 
r  the  Southern  Railway,  ibid.,  p.  843.    Mr.  Plant  said: 

**  Before  the  depreciation  account  was  bom,  on  the  Southern  Railway,  we  realised 
be  neoeaeity  for  taking  care  of  our  maintenance  and  retirements,  and  we  really  had  in 
fmeCiee  a  dqyeciation  not  determined,  however,  as  scientifically  as  subsequently  deter- 
lined  by  the  Commiseion.  When  we  retired  a  car  on  the  Southern,  we  charged  the  cost 
>replaoe  it  with  a  modem  car  to  operating  expenses,  and  in  that  way  we  did  practically 
rhat  we  are  doing  now  under  the  Commission's  depreciation  rule.  I  was  quite  anxious 
ftcr  the  rule  was  promulgated  by  the  Commission,  to  see  how  the  two  methods  agreed, 
nd  I  went  back  and  i4>plied  the  Commission's  rule  to  a  period  back  of  the  time  it  was 
romulgated,  and  compared  it  with  the  results  I  obtained  under  the  Southern's  old 
aethod  and  it  surprised  me  to  find  the  results  were  very  nearly  the  same." 

t  Railroad  Valuation,  pp.  109,  119;  see  the  extended  discussion  by  Messrs.  A.  A. 
foong.  J.  S.  Davis,  John  Bauer,  and  J.  C.  Bonbright, "  Depredation  and  Rate  Control," 
hiarteriy  Journal  of  Economics,  vol.  28,  p.  634;  vol.  29,  p.  362;  and  vol.  30,  p.  546. 
rbe  writer  accepts  the  reasoning  of  Professor  Davis.  The  concept  of  the  "  uselees  " 
Ispreeiation  luaeive  (useless  because  permanent)  is  referred  to  in  the  A.,  B.  A  A.  Brief, 
>.515. 

•  See,  for  example,  three  articles  by  William  Mahl,  Railroad  Oasette,  voL  43,  p.  418; 
Uihniy  Age  Gaaette.  voL  48.  pp.  440. 1249. 
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the  cost  of  the  old  rail  (not  the  ooet  of  the  new  rail  which 
represoits  new  investment)  was  iHt)periy  chaigeable 
against  the  cost  of  {Hticiucing  tranqKvtation  thiou^out 
its  service  life.  The  cost  of  the  new  rail  is  not  significant 
for  cost  of  past  service.  Practice  omitted  the  tonnsl 
credit  to  depredaticm  resore,  and,  if  attending  to  the 
detail  at  all,  assumed  that  the  amoonts  fspsak  for  main- 
tenance and  replacements  balanced  the  accruing  depre- 
dation. But  the  fundamental  reasoning  rewts  to  i^ 
place  in  the  whole  productive  process  <rf  machinery,  (tf 
capital  goods  —  of  which  the  railroad,  properly  0(m- 
sidered,  is  a  t3rpical  iDustmtion.  The  wfade  case  is 
granted  wh«  it  is  acknowledged  that  "  accrued  dete- 
rioration necessarily  exists  in  any  wdl  maintained  rail- 
road.*' ^  Railroad  jJant,  half  w<Hn  out,  occiques  the 
same  eccoiomic  position  as  the  half  worn  pump  and 
pipes  (rf  a  water  jJant.^  That  portion  of  its  cost  properly 
assignable  as  cost  of  {Htiducing  past  snrices  has  been 
used  \xp.  The  adequacy  or  inadequacy  of  past  account- 
ing methods  are  not  in  question,  tho  it  is  eoncdvable 
that  they  may  raise  ethical  rather  than  economic  ques- 
tions.'  ButniaintauLnceof  investmoitismadeinterms 

)  T>nB»  UiJbad  Bnil  fk  S»:  «»  JL.  a  A  JL  Bk«t ».  aOi 

>  TW  fo&fwnit  qaffr^Tici  iKu  Mr.  Bnosiksr^  C41 
i^mat  tb»  v^ok  «aM.  «^ia  oMHadnvd  a  Mnw  of  ] 

**  h  BMcr  iMiD  be  ibM  in  the  oMe  <£  a  k^se  axii  < 
••■IpMT.  iWt  A  i—mt  foftd  s^MAd  be  Mraomibttifi  wstib  wUck  ••  1 
Mrrine  Wn.  tor  tmmv*  of  tt»  ia»disFaMT^  »  fimQr  wilted  It  1 
•B<%iaii»  H  <«M«r  SBtaott  lasd  M  o^e  caae  vaB  bft v«  tkeir  tsTiBe  He  « 
MidtbM  theoaM  «f  nfiAfeno^  ibeou.  m  a  tbe  oMe  «( t^  paap^  wdbM  b«  | 
«c«kd  be  paid  f «  m  «»  «e«d»tfksy  <«ierua[^  oajMam  la  i«bk 
bikT«  A  Afgmuoafai  i—uu  Aikuk  A»i  xx  bM^  ibase  cant  k  a«|M  ««i  b«  tkaft  «s  VKf 
grcf  A»K  by  ttiiM  jtf  »  w»f>ui!wiw*<^  yycofcAnc  ^^y  fee  >  >— wwA.  tfcifwIhM-rf  A— 
fNfiMtMW  <v«U  be  cttm:  m  <v«t  *e«  XTftSacL  Ix  t>ie  oae  tt  %.  T«BQroad.  lw*m.  HapMfi 
•gebeii^tMv  AfiHatiy  u(fci  wtd.  I^M  id  JtiinniCiMngAr  »aMMii»|Miuij>It»dbMaitbd 
«Mt  «f  nu^  i«M«ftl>  dsrcvti^  ut  «l««nftMiA.  7^  "craal  tki^abM^aMMiitaeaMliMBi 
tbe  MTTuv  ami  m  tbe  aanie  tiiaie  te  |ciM»rpi  tbe  T«}ae  «f  tte  ianmcmmt^  for  Hrfin 
#rriv.  If  a  nfitmufwi  t«rrw»  i»  t»»wc'>^»d  «»g  j»>  be  imdiiaBiMr  pwwad  by  tbd 
svibamd  tbroqcik  il»  aetbAC  4if  r(fl^b»^raMWla  «  folkr^i  tbM  tbK*  s  a»  loa  «ff  voHh  m 
ii»  ai  I  wmiirt  by  ?>imw  ^  tbe  i^y  <<  Jt»  fiJM*  qaitt. '  TV«MPMrt»ikM»«aHrtsHii 
«iB9^  tbM  tbcsr  «pe  bMade  tbe  IVMM. 
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of  dollais,  not  in  terms  of  operating  efficiency.^  That 
Mr.  Knittschnitty  ''as  a  maintenance  man  .  .  .  would 
understand  the  statement  that  .  .  .  (his)  track  was  in 
85  per  cent  condition  to  mean  that  there  was  15  per 
eent  there  of  neglected  maintenance/'  simply  estab- 
lidies  "  railroad  usage,  custom,  and  practice." '  It  is 
useful  for  no  other  purpose,  except  as  evidence  of  the 
inadequacy  of  that  usage  and  practice  when  an  appraisal 
of  accrued  depreciation  is  in  process.  The  difficulty 
rests  in  an  inabihty  or  unwillingness  to  recognize  a  dif- 
ferentiation of  concept  when  the  selfish  interest  can  re- 
fer to  an  unscientific  and  loose  phrase  of  professional 
speech.  To  show  the  economic  facts  is  not  to  confiscate.' 
The  Commission's  conclusion  is  sound,  however  uncer- 
tain its  reasoning. 

IV.  Land 

The  present  value  of  land,  as  made  final  by  the  Com- 
mission, is  based  upon  a  conscious  attempt  to  apply 

>  Iibawnififluitoft]iediffei«noempomtofview,a8weUMiiK&catiTeoftlMambigu 
Hj  of  theSofirame  Coort  opiiiionB  that  the  foUowinc  quotation  from  Knozville  y.  Water 
Co..  212  U.  S.  1,  should  have  been  cited  by  Mr.  Brantley  (who  foUowa  the  dution  with 
the  arsoment  that  a  oondition  of  continued  newness  is  impossible,  and  that,  therefore, 
maintenance  from  earnings  must  mean  replaoements,  which  being  made  keep  the  in- 
TBstment  unimpaired),  and  by  the  Commiasion.  Texas  Midland,  1  VaL  Rep.  1»  49, 
where  the  CommisBion,  satisfied  to  cite  authority,  including  the  Railway  and  Canal 
CammiaBion  of  Qreat  Britain,  approved  and  adopted  "  the  definition  of  depredation 
aiipfied  by  the  bureau.** 

In  the  Knozville  case,  the  Supreme  Court  said: 

**  Before  coming  to  the  question  of  profit  at  all  the  company  is  entitled  to  earn  a 
sufficient  sum  annually  to  provide  not  only  for  current  repairs,  but  for  making  good  the 
dspredatioin  and  replacing  the  parts  of  the  property  when  they  come  to  the  end  of  their 
fife.  ...  It  is  entitled  to  see  that  from  fiamingB  the  value  of  the  property  invested  is 
kq»t  unimpaired  so  that  at  the  end  of  any  given  terms  of  years  the  ori(pnal  investment 
ronains  aa  it  was  at  the  beginning.'* 

See  also  discussion  of  Mr.  Brantley  and  Commissioner  Hall.  Hearings,  September, 
1915,  pp.  41-40.  Mr.  Brantley,  quoting  Justice  Hughes,  in  the  Biinnesota  Rate  cases, 
**  It  would  seem  to  be  inevitable  that  in  many  parts  of  the  plant  there  should  be  depre- 
ciation, aa,  for  example,  in  old  structures  and  equipment  on  hand,"  sought  to  establish 
the  rule,  as  a  rule  of  the  Supreme  Court,  that  only  accrued  depredation  of  old  structures 
and  equipment  which  he  sought  to  identify  with  deferred  maintenance,  should  be  d»* 
ducted.  The  argument  was  not  duplicated  in  later  discussion.  All  in  all.  Commissioner 
Hall's  questions  were  pertinent  and  indicated  an  understanding  of  the  real  problem. 

*  Hearings,  May,  1915,  p.  73. 

*  Texas  Midland,  IVal.  Rep.  1,47-52;  Kansas  City  Southern,  1  Val.  Rep.  223, 258. 
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dida  expressed  by  Justice  Hughes  in  the  Minnesota 
Rate  cases: 

Aflwiming  that  the  company  is  entitled  to  a  reasonable  share  in 
the  general  prosperity  of  the  communities  whidi  it  serves,  and  thus 
to  attribute  to  its  property  an  increase  in  value,  still  the  increase  so 
allowed  .  .  .  cannot  extend  beyond  the  fair  average  of  the  noimal 
market  value  of  land  in  the  vicinity  having  a  similar  diaracter.^ 

Justice  Hughes  really  decided  nothing  when  he  used 
these  words,  for  the  conclusion  is  qualified  by  an  as- 
sumption neither  approved  nor  disapproved.  This  fact 
Mr.  Prouty,  and  the  Ck)mmissiony  following  Mr.  Prouty, 
have  ignored.  Where  Mr.  Prouty  found  authority  for 
his  assertion  that  "  the  decision  explicitly  holds  .  .  . 
that  either  an  increase  or  a  decline  in  the  value  of  land 
must  be  taken  into  account/'  or  for  his  assertion  that 
**  while  in  the  opinion  of  the  court  the  carrier  was  en- 
tided  to  the  increase  in  the  value  of  its  lands  like  any 
other  individual/'  is  not  indicated  in  his  Memorandum.* 
If  there  is  one  thing  that  the  opinion  did  not  do,  it 
was  to  reach  any  decision  explicitly  about  land.  It 
condemned  what  had  been  done;  but  it  proposed  no 
substitute  program  except  that  qualified  by  an  assump- 
tion neither  appro\^,  disapproved,  nor  even  discussed.' 
In  terms  of  the  assumption  Justice  Hughes  set  a  maxi- 
mum, which  the  Di\ision  of  Valuation  has  reported 


Tb^  >Mwrtion  that  the  <MKKik«i  of  d«pc»cixion  is 

qwdOr  ui  Mr.  BnuftUftjr'*  M«uaMtit.    A..  R.  A  A.  Bnd,  pp.  4S»-ft34: 

l«l,V  p.  $S;  Sif>t«mb«r,  19KV  pp.  5S4:  Unvaay,  1917,  p.  les.    At  tbe  ] 


**  Now  t<»  mrtt^  <wt  oiie  htU  of  the  total  ciott  of  tbeae  tin  iwriiwtfd  «t  fUOO « 
*mottiitii«  ^(«  A  bUKon  lotd  *  quarter  ^oQar>  — or,nioCiMr«aHla.todBdhMttk»i 
deterionktion  vhi^h  eiwt*  m  the  tioft.  «•  I  hare  <lefiM«d  it  —  voald  be  to  ikalnij  lalf  a 
bftllMia<ahu«  of  rahie  .  .  .  What  I  wmat  t<tiiiiEe»  that  if  yon  aboald  write  it  oaDl.it  ii 
eiQwralMit  t>o  writiitc  out  a  half  a  bilhoa  doQart  of  capital  aad  daainc  it  iato  tka 
AthAtie  Ooeam.  hemame  it  in  (Mie.    It  10  gone  foerrw.*'    P.  8S. 

*  r.  ,\.V  ««  TVcM  MiAaKd.  I  Val.  lUf^  I.  ^ 

*  Raaraftd  VikhMtaom  pp.  WV-^^;  aee  axvvsMit  of  Mr.  Uax 
la»«MT.  l«l<k  ^.  l««;  Mid  that  ti  Mr.  A.  &.  Bataia.  Ibid^  p.  41. 
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as  present  value  without  analysis  of  the  underlying 
problem: 

Present  vahie  ...  is  arrived  at  by  asoertaimng  the  number  of 
aoEB  of  land  owned  or  used  by  the  carrier  for  its  purposes  as  a 
eooimon  carrier  and  multiplying  this  acreage  by  a  market  value 
of  "Twil^^y  and  adjoining  lands.^ 

The  figure  of  present  value  so  determined  has  been 
denominated  by  Mr.  Farrell  as  ''a  present  value^  meas- 
ured in  a  particular  way  "  and  not  as  "  the  present 
vahie.''  *  No  such  fine  line  of  distinction  was  drawn 
by  the  Ck)mmi88ion.  The  figures  reported  as  present 
value  in  the  Tentative  Valuations  of  the  Texas  Mid- 
land, the  Winston-Salem  Southbound  and  the  Kansas 
City  Southern  were,  as  such,  made  final.' 

The  methods  used  in  the  federal  appraisal  have 
been  adapted  from  the  expedients  developed  in  the  pre- 
vious state  investigations.  Mr.  Prouty,  who  ''  really 
organised  the  system/'  ^  simply  took  over  the  sales 

*  Fkuulyt  M<niK>rM>duiHt  p.  65. 

Coai|»ra  Mr.  MAltbie,  reportliig  for  the  VahMtion  CommittM,  the  Nat'l  Am'b 
By.  Com'ri,  Heuhifs,  May,  1915,  p.  131:  *'  IVnent  Talne  .  .  .  should  be  detcnniMd 
from  the  TBhie  of  similar  adjftoent  lands:  *'  likewise,  the  origiiud  draft  of  the  aet,  Valva- 
tion  ol  the  SeTcral  Classes  of  Property  of  Common  Carriers,  Senate  Report  1290,  02d 
ConsresB.  3d  Session,  wbkh  oaUed  for  land  valuee  measured  by  the  rahie  of  adjaeent 


See  the  ezeerpt  from  Commissioner  Daniels'  dissent  in  the  Kansse  City  SoutheiB 
,  quoted  below,  note,  p.  86. 
s  Hearings,  March,  1917,  p.  706,  itaUos  in  the  original;  see  discussion,  Texas  Mid- 
faad  Beply  Brief,  pp.  71-76. 

Mr.  FarreD  also  justified  the  refusal  to  allow  the  original  clearing  and  grubbing  on  the 


** . .  .  the  more  clearing  done  on  the  adjoining  land,  the  greater  the  value  of  the  ad- 
Joining  land,  and  since  the  carrier  gets  the  benefit  of  that  improvement  in  the  yahie  placed 
upon  the  land  ineluded  in  its  right  of  way,  it  gets  paid  in  increased  vahie  of  its  right  of 
way  for  the  amount  of  grubbing  it  in  fact  did  in  the  original  construction,  more  than  we 
aDow  for  in  reproduction."  Hearings,  December,  1917,  p.  135. 

The  Commission  ruled  to  the  same  effect,  1  Val.  Rep>  1>  16. 

*  Such  minor  changes  as  were  made  in  the  tentative  figuree  represented  changes  in 
detaila,  not  in  principle.  1  Val.  Rep.  1,  62-62.  199,  200,  258.  But  see  Commissioner 
Daniels'  dissent,  Kansse  City  Southern,  1  Val.  Rep.  223,  269. 

«  Hearings,  March,  1917,  p.  876.  Mr.  Prouty  said:  "  I  really  organised  the  system 
wfaieh  we  use.  I  have  been  in  the  fiekL  I  know  how  the  appnusal  is  done,  and  I  still 
think  I  am  tight.'* 
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method,  the  sales  assessment  method,  and  the  opmion 
method,  and  provided  a  coordmating  and  determining 
factor  —  the  independent  judgment  of  a  civil  service 
appointee  (salary  $2400-$3000  per  year).* 

Thus  the  actual  figures  assigned  as  value  are  opinion 
figures,  just  as  the  unit  prices  in  Cost  of  Reproduction 
are  opinion  figures.  The  parallel  in  the  problem  is  very 
real:  just  as  the  engineer  must  correlate  specifications 
and  prices,  the  land  appraiser  must  correlate  the  quality 
of  land  and  the  values  assigned.  This  has  been  done  by 
dividing  the  railroad  line  into  zones,  the  length  of  the 
zone  depending  upon  the  substantial  similarity  of  the 
railroad  right  of  way  and  the  adjacent  and  adjoining 
land,  and  upon  the  assumed  uniformity  of  the  value  of 
that  adjacent  and  adjoining  land.  But  the  actual 
figure  of  value  reported  has  been  an  opinion  figure,* 
altho  the  fact  that  more  often  than  not,  perhaps,  the 
appraiser  has  been  a  stranger  in  the  community  (he  may 
even  be  a  city  real  estate  expert  suddenly  required  to 
appraise  farm  lands),  would  seem  to  enforce  great  de- 
pendence upon  the  sales,  sales  assessment,  and  opinion 
investigation.' 

In  the  Texas  Midland  case,  the  railroad  alleged  at 
length  the  weakness  of  the  Commission's  basic  data. 


>  The  inmettigation  of  sales  includee  the  sales  of  adjoining  and  adjacent  1 
abo  sales  anywhere  in  the  country;  and  for  the  same  srear  the  ■■sessed  valoatioD  it 
determined  to  fix  upon  the  ratio.  The  opinions  of  loan  agents,  dealers,  and  owiMn  of 
land,  other  than  the  owner  of  the  property  adjoining,  are  sought.  The  idea  is  to  est 
representatire  opinion.    See  Kansas  City  Southern,  1  Val.  Rep.  223,  250. 

*  Mr.  E.  W.  Reed,  the  Commission's  Senior  Appraiser,  desoribed  his  method  of 
fixing  "  values  "  as  foUows: 

**  I  applied  to  the  railway  lands  a  valuation  obtained  from  the  Taluation  of  ptoiwiljr 
privately  owned.  My  estimates  were  based  on  the  value  of  abutting,  oontigaoos  simQir 
land  held  in  private  ownership,"  quoted.  Brief  of  Glenn  Plumb  for  the  Railroad  Brothsr- 
koods,  p.  7. 

The  statement  was  made  at  the  Texas  Hearings,  for  iHiioh  no  printed  pronnfidimi 
were  available. 

s  The  appraisal  of  the  Texas  Midland  lands  was  made  by  Senior  Af^jraissr  E.  W. 
Reed  of  Nebraska;  by  Senior  Appraiser  A.  O.  St.  John  of  Missouri;  and  by  Land  At- 
torney C.  F.  Newman  of  Missouri.  "  Neither  was  or  ever  had  been  a  resident  ol  Tbos* 
nor  had  they  any  acquaintance,  or  occasion  for  acquaintance,  with  the  landi  ia  ^ 
before  undertaldng  their  appnUsaL"    Texas  Midland  Brief,  p.  910. 
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Indeed,  bad  faith,  evidenced  by  the  deletion  of  impor- 
tant parts  of  the  testimony  and  the  imf air  use  of  cita- 
tions, exaggeration,  undue  influence,  were  charged  by 
bothmdes.  The  abilities  and  qualifications  of  appraisers 
were  questioned.  The  memory  of  one  Commission 
witness  was  declared  to  be  ''  so  poor  that  he  did  not 
remember  the  existence  of  the  Eiux>pean  war/'  etc. 
Another  was  so  nearly  blind  that  he  could  barely  read  a 
TDBspj  etc.^  And  the  basic  data  were  declared  inade- 
quate. Many  recorded  sales  are  paper  transactions; 
tiie  cheapest  lands  change  hands  most  frequently;* 
forced  sales,  or  sales  for  the  settlement  of  an  estate, 
may  show  low  values; '  or  the  consideration  shown  may 
be  more  than  the  real  consideration  in  order  that  the 
securing  of  a  loan  may  be  facilitated.^  Assessments  on 
better  lands  are  on  a  lower  basis  than  upon  cheaper 
lands;  *  non-residents  are  assessed  more  than  residents.* 
Apprehension  of  the  tax  assessor  is  such  that  low  opin- 
ions of  value  are  given  ;^  averages,  rough  and  ready 
figures,  rough  approximations,  '^  office  valuations/'  re- 
sult from  opinions  not  made  upon  the  ground.*  But 
none  of  these  objections  to  the  data  gathered  to  sup- 
port the  appraiser's  judgment  is  conclusive,  since,  pre- 
sumably, the  weakness  of  the  figures  is  taken  into 
accoimt  when  the  value  figure  is  independently  derived. 
To  meet  this  claim,  the  Texas  Midland  attorneys 
sought  to  show  that,  in  spite  of  protests  to  the  contrary, 
the  appraisers  had  actually  used  an  average  of  the  sales, 
assessment,  and  opinion  figures.  While  it  was  possible 
to  show  a  close  correlation  between  the  unit  of  value 

>  Tezaa  AfidOand  Reply  Brief,  pp.  00-109, 128-120, 101-166.  275;  C.  F.  Newnum, 
Land  Brief,  pp.  1&-26,  46,  86,  00-05,  ete. 

*  Tezaa  Midland  Brief,  pp.  021.  036;  Reply  Brief,  p.  160. 

>  TeiaaMidland Brief, pp. 023,026, 027.  *  Ibid.,  p.  041. 
«  Ibid.,  p.  933.  •  Ibid.,  p.  041. 

'  Ibid.,  p.  040;  at  p.  072  it  is  stated:   "  It  is  a  general  custom  in  Texas  to  avoid 


>  Ibid.,  pp.  055, 067. 007-000. 
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fixed  upon  and  a  straight  average  of  opinions,  sales  and 
assessment  values,  yet  so  long  as  the  appraisers  insisted 
that  their  own  judgment  governed  the  figure  set,  no 
exhibit,  however  patent  the  correlation,  could  suflice  to 
overcome  this  assertion.^  It  can  be  said,  however,  that 
the  following  table  reproduced  from  the  Land  Brief  of 
Mr.  C.  F.  Newman,  tiiie  Commission's  Land  Attorney, 
to  show  the  independent  character  of  the  appraisers' 
work,  might  as  easily  be  cited  to  show  that  the  ap- 
praisers based  their  figures  sometimes  on  averages, 
sometimes  on  sales,  and  sometimes  upon  opinion: 


Opinion 

Kaufman  Coumtt*  (aybbaob  talus*  m  aobb) 

ZOM 

Mm 

AMeHmento 
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Stnisfat 
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Adjoining 

Adjacent 
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65 

28 
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00 

05.20 

65 

80 
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1.154 
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1.005.80 
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31 
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580 
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>  8m  I^zaa  Midland  lUply  Brief,  p.  105  and  fbOowing.  for  dHeiMioniBd«tefl:ab» 
pp.  185. 180.  202. 

s  Land  Brief  of  C.  P.  N«wman,TBaa  Midland  M«.  p.  28.   Ai  p.  22.  Mr.  Newaan 

**  In  Bome  eaaea  i3bm  aretacee  do  doaeljp  approximato  ihm  appraaaw^  viila  of  Taioa 
aid  ikera  ia  BO  leaaoB  wlcr  tkaft  abould  m4  be  trae  wiNre  ikera  ii  a  aaAshMi  BBMbv  of 


Digitized  byVjOOQlC 


RAILBOAD  VALUATION  73 

A  more  fundamental  objection  was  raised  by  the 
aflsertion  that  the  Ck)mmission  zones  contained  dis- 
similar land.^  It  would  certainly  be  an  exceptional 
county  where  land  values  remained  the  same  along 
seven  and  a  half  miles  of  line.  The  values  of  farm  and 
village  land  are  determined  upon  different  principles 
and  sones  which  contained  both  included  obviously 
dimimilar  lands.  Urban  values,  even  in  the  town  of  a 
few  thousand,  vary  within  short  distances;  to  bulk  all 
such  land  in  the  same  zone  is  to  resort  to  a  short  cut.* 
Indeed  it  would  seem  that,  when  the  appraisers  ac- 
knowledged that  the  unit  values  assigned  to  certain 
zones  represented  weighted  averages,  the  whole  hy- 
pothesis was  overturned.' 

The  carrier,  in  order  to  eliminate  averaging,  proposed 
to  zone  the  line  in  agricultiu*al  country  upon  the  basis 
of  the  ownership  of  the  adjoining  farms,  and  in  towns 
to  create  separate  zones  '^  for  one  or  two  adjoining  city 
blocks.^'  ^  The  result  was  greatly  to  increase  the  num- 
ber of  zones,  and  to  exhibit  a  range  of  values  within  the 

vaprcnBtathre  ofiiiiioDs,  of  representative  lalee  and  of  fepieeentathre  aHeaemente.  In 
those  eaaea,  it  is  entirely  proper  that  an  appraiser,  in  arriving  at  his  units  of  value  should 
attach  great  weight  to  his  record  data." 

But  aee  I^zas  Midland  Reply  Brief,  19.  08,  187-201,  and  Mr.  Newman's  Reply 
Brkf ,  p.  26. 

>  Texas  Midland  Brief,  p.  080;  Protest,  N.O..T.  A  M.,  p.  36;  E..  J.  A  E.,p.38; 
Tena  Midland,  p.  32. 

«  Zone  47  was  7}  miks  in  length  (Texas  Midland  Brief,  pp.  981. 987,  988);  aone  13, 
5  nufes;  aone  1&.  1}  miles;  sons  41,  5}  miles,  etc..  ibid.,  p.  984  and  following. 

*  Texas  Midland  Reply  Brief,  pp.  141. 142.  The  following  is  from  the  testimony  of 
the  govei  nment  appraiser: 

Mr.  Craven:  **  In  your  opinion  the  same  values  existed  in  the  property  which  ad- 
joined that  track." 

Mr.  Reed:  *'  The  fact  of  the  matter  is.  the  property  in  that  sone  was  quite  spotted, 
and  in  order  to  sone  it  with  accuracy  as  to  the  exact  value  of  the  land,  it  would  have 
been  necessary  to  have  out  it  up  into  numerous  short  sones.  In  order  to  save  the  time, 
and  there  was  no  material  difference  except  at  small  intervals,  we  concluded  to  put  it  in 
one  aone  and  to  fix  the  average  value  for  that  distance." 

Mr.  Craven:  "  How  did  you  get  at  that  average  ?  " 

Mr.  Reed:  "  In  a  general  way." 

Mr.  Craven:  "  Can't  you  tell  me  more  specifically  than  that  ?  " 

Mr.  Reed:  "  I  cannot  now."    Texas  Midland  Brief,  p.  992. 

«  Tnaa  Midland  Brief,  p.  982;  also  pp.  867.868. 
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sones  established  by  the  C>)miiii8sion's  appraisers.^  The 
''  naked  "  land  values  were  opinion  figures  fixed  by  com- 
mittees of  local  men  who  '^  went  upon  each  parcel  and 
studied  the  peculiarities  of  each  piece."  *  The  object  of 
this  appraisal  in  terms  of  the  value  of  individual  adja- 
cent farms  was,  however,  to  fix  upon  a  '^  naked  '^  limd 
value,  and  to  secure  figures  pertaining  to  imaginary 
consequential  damages.'  The  testimony  introduced  at 
the  general  hearing  of  March,  1917,  sou^t,  by  expert 
opinion  backed  up  with  detailed  exhibits,  to  prove  what, 
it  would  seem,  no  one  was  disposed  to  deny — that  lands 
are  not  acquired  by  railroads  ''  for  the  normal  market 
value  of  the  same  area  of  naked  land  for  general,  not 
including  railway,  purposes  of  similar  lands  in  the  vicin- 
ity." This  testimony  sought  also  to  estabfish  ''  the 
further  fact  that  the  present  cost  of  acquiation  by  con- 
demnation or  purchase  of  such  lands  is,  and  can  be, 
determined  with  a  reasonable  d^ree  of  accuracy";^ 
a  thing  which  Mr.  Prouty  acknowledge  was  possible; 
'^  within  certain  limits."  *    The  purpose  of  this  testi- 

>  TVatmsMidkBd  Brief,  pp.  9M-W2:  thiM  L  C.  C.  aoM  47  (7|  »aM)  «m  ■ritdnpfalKl 
bar  Uw  ounen  into  43  aoDm;  and  sob*  17  into  SI  aoam.  ftid^  p.  888. 

»  Ibki..pp.853«864.S87-«8S.063.   T1»  qmBfiefttiom  of  Ow  c 
«ikibitcd  at  k^tK.  OwL,  pp.  85a-«<l. 

*  TVr  earner's  iiMtiutikina  to  ita  appraiwn  defined  **  aakad  laad  ^ 
tor  teatial  pmpoaM.  and  doea  not  inciode  rahie  for  ragwar  I 
4aHMitea»  improTBtnenta*  or  any  other  elesecBta  of  rahw  for  wbieb  a  i 
pay,  aor  doea  it  UMlude  miiinai  of  acqinaitioa.**     Ibid^  p.  865l 

«  Ibid.,  pp.  801. 758.  Se*  teetuaoar  of  Mr.  TVwaa  W.  H^wa,  Be 
B— aftiei'ie  BaOroad  CooBpaaj.  Heazit^ii.  March.  1817.  pp^  30^-408. 44S-iB  ;  of 
Iff.  Joeepb  Beale.  **  for  twentsr-fire  yean  aetrrety  f^at«d  ia  the  iiairbaaii  of  riibi  of 
iNiyfortbeiVaMjhraam'*  iTVooa  Midlaad  Bnef.  p.  TVS),  pp.  4M-^»:  of  Ifr.F.lL 
OaboroatK  Tkx  OaauaiMfeoacr.  Miaioari.  Fimb  4  IVsaa  Bailaay.  ibid^  pp.  B88  885; 
«r  Mr.  H.  &  ManbaU.  Laad  ^  ■■eteat.  Pieaickata*  Curfiaeaini  rnwwiHiB^  Wertm 
Grovpw  pp.  SSa-8SS.  8»:  of  Mr.  W.  B.  Taa  C^in>ea.  laad  Attoriy.  FaHwm  Qwp>, 
p^  «t»-848:  of  Mr.  Chariet  SiBwaa.  F^pat»er.  Soatbera  Groap.  pp.  818  BCT;  «f  Ifr. 
I^area  Hora.  S^ipenateadtat,  Baal  firtafea.  Soatibcca  Bailaay.  pp.  854-8S8;  of  Mr. 
QiartBa  E.  Bka.  OaiMOfU  A..B.4  A.  By^  pp.  638-770;  aad  of  Mr.  HaKoid  KaebMa. 
iuiwmV  of  tbeWiiri>aiiaO?»a>Meoa.aadiaterap«aetk«ataapeit.pp.8?0-T88.  Mr. 
BiOaaa'a  twtuaoay  «  qaoied  m  faB.  TVaai  Midlkad  Brief,  pp.  7M-781.  Mr.lWebaqa 
eoqplaiaad  tbe  Wlacoaeta  OoaMaaaba  »  aw  of  a  earft^ih.  qaotad.  pp.  840-881. 

»  Hean^k  March.  1817.  p.  87S;  eta  alw>  Pka«ty.  .llim  iiiiiiiw.  p.  SA.    Ta tti 
*  dear  **  that  **  tboM  ia  a  I 
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tnony  was  to  establish  that  the  h}rpothetical  cost  of 
reacquiring  the  raiht)ad  lands  could  be  determined, 
preliminary  to  insisting  that  the  present  value  of  the 
railroad  limd  be  measured  by  this  hypothetical  cost  of 
acquisition* 

The  carrier  claim  is  consistent  with  the  original  atti- 
tude of  the  carriers  as  voiced  in  their  Valuation  Brief  of 
1915:  *'  The  present  value  of  each  piece  of  land  used  for 
transportation  purposes  must  be  determined  upon  the 
same  principles  which  govern  in  condenmation  of  pri- 
vate property  for  public  use."  ^  To  uphold  this  con- 
tention, resort  is  had  to  voluminous  (and  not  obviously 
pertinent)  quotations  from  those  opinions  in  which  the 
condenmation-regulation  analogy  was  first  assumed.* 
Without  analysis  of  the  real  problem,  the  following 
•conclusion  is  voiced: 

It  is  clearly  settled  .  .  .  tixBi  the  same  oonstitutioiial  provisions 
which  protect  private  property  from  seizure  for  public  use  without 
just  compensation  safeguard  it  against  confiscation  by  the  enforce- 
ment of  prescribed  rates  which  are  arbitrary  and  too  low,  and  it 
necessarily  follows  that,  unless  the  Commission  shall  make  valuation 
upon  a  proper  application  of  the  same  principles  which  govern  in 
condenmation  cases,  the  purpose  of  the  Act  will  fail,  and  the  findings 
of  the  Conunission  will  not  be  admissible  in  evidence  even  in  the 
classes  of  cases  specified  in  the  Act.* 

And  what  are  the  principles  governing  the  determina- 
tion of  land  value  in  condenmation  cases  ? 

(1)  It  is  the  general  rule,  accepted  without  question,  in  condem- 
nation cases,  that  in  determining  the  value  of  a  strip  of  land,  the 

MTimmg  in  advanoe  the  total  cost  of  aoquiaition,  whether  m  the  result  of  oondemnataon 
and  damagfn  paid  or  of  purehaee,  in  ezoete  of  the  present  value  of  similar  lands  in  the 
Tieinity.  when  no  railroad  has  been  oonstnioted  or  is  in  operation,  and  the  attempt  to 
saeertaan  and  state  the  cost  of  reproducing  or  reacquiring,  at  the  present  time,  lands 
wfaieh  actually  hare  been  severed  from  the  adjacent  property,  hare  been  converted  into 
a  railroad,  and  are  being  occupied  by  an  operating  rail  carrier.**  1  Val.  Rep.  1,  54. 
>  Carrier  Valuation  Brief  of  1915.  p.  273;  Texas  Midland  Brief,  p.  194. 

*  Beagan  v.  Flarmers'  Loan  and  Trust  Co.,  154  U.  8. 362;  Ames  v.  Union  Ptboifio,  64 
Fed.  165;  Smyth  v.  Ames,  169  U.  &  466;  San  Diego  Land  and  Town  Co.  v.  National 
CSty,  174  U.  8.  730,  etc.  (quoUtions  in  Carrier  Valuation  Brief  of  1915,  pp.  276-297). 

*  Carrier  Valuation  Brief  of  1915,  p.  297;  Hearings,  May,  1915,  p.  107. 
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present  ooet  of  acquisition  of  an  equally  suitable  strip  or  tract  of 
land  in  or  through  adjacent  similar  lands,  is  relevant  to  the  deter* 
mination  of  such  value.^ 

(2)  There  is  a  well-established  rule  of  law,  which  is  uniformly 
applied  in  condemnation  cases,  to  the  effect  that,  if  a  tract  of  land 
has  a  peculiar  adaptation  for  certain  uses,  this  may  be  shown,  and  if 
such  special  adaptation  adds  to  its  value,  the  owner  is  entitled  to  the 
benefit  of  it.< 

The  appraisal  submitted  by  the  carrier  was  made  for 
each  coimty  by  a  committee  of  three  residents, ''  chosen 
with  primary  regard  for  their  qualifications  as  citizens 
and  judges  of  land  values."  *  With  "  personal  knowl- 
edge as  a  basis/'  the  appraisers  made  a  '^  thoro  inspec* 
tion  "  of  the  carrier  property,  a  careful  examination  of 
every  farm  adjoining  the  railroad  being  necessary  ''  for 
the  analysis  and  determination  of  the  extent  to  which 
that  farm  was  damaged  by  the  taking  and  use  of  the 
right  of  way  for  railroad  purposes,  and  the  loss  of  mar- 
ket value  by  reason  of  the  existence  of  the  railroad."^ 
Damages  classified  as  those  due  to  severance  and  those 
due  to  the  proximity  of  the  carrier  were  accordingly 
assessed  in  detail.  The  result  of  this  appraisal  was  to 
fix  a  naked  land  value  of  the  lands  classified  by  the 
Bureau  as  '^  owned  and  used  for  transportation  pur- 
poses "  (exclusive  of  the  Delta  County  lands)  amounting 
to  $240,025.85;  and  to  fix  the  damages  as  $57,906.22.* 

>  HtftringB,  Ma> %  1915.  p.  315;  I^zm  MkOaad  BrM.  pp.  907. 801.  eiti^  (p.  SW) 
Ltwk,  "  EmiMnt  DomMn,**  teetion  706;  p.  1227. 

•  OMTwr  Vfthiation  Brisf  of  1915.  p.  314;  I^zm  UkSftDd  BmC.  p.  101.  aOS»  oHiBC 
Ltwk,  Motion  707;  H«uiaca,  May.  1915.  pp.  99-101;  Notat  Md  Oooimif.  pp.  19^ 
aOl;  Pit>t«tt.  £,.  J.  h  £..  pp.  13.  37;  N.  O..  T.  A  M.,  p.  37. 

•  I^ZM  MidkBd  Bntl.  p.  853. 

«  Ibkl..  p.  35a  TtM  HMtliodt  ol  tte  otnwr  appraiMn  «•  Jmb— li  m  drtui,  C  F. 
NiwvMA.  Luid  BiM.  p.  44  Mid  foDowiat;  I^zm  Midbwi  Reply  BkmC.  pw  IIS  ■«! 


•  Ibid.  p.  897.    Dam«t*d«»towv«nAMWMdcfiBtd(awL.p.8»4)M*'RBl.tb» 

dMMlt»  MlihiM  bMMW  of  tk*  iMOarMMBCe  diM  tO  Um  MpM»tiOA  of  its  pHtii.  Md. 

•woMd,  tlw  kiM  d««  to  tlw  tUp«  or  «w  of  tk*  tpimtiid  pNta.**  fliw—Hi  ^m  to 
gwaJMHy  ol  tk»  raiirtMid  ^>r>r»  t>>w»  d<totd  —  t>K»>  liwi^  "  txy  i  ■loa  of  tkniili  mwA 
«MMQrMM«  iMiAMt  t>o  tlw  op«c«tk«  of  «  f«iiro»d.**  TW  otnwr  iw"""!  «f  tk»  Dtka 
•^  Lmmit  OeraMsr  kukb  drr»kf>td  lowir  figwM  tiMi  tkoM  of  tk»  Oohhhha.   Tte 

MHrty  figWM  ^MM  MTMT  piMtd  Ml  t^AMM  hf  tb»  CMIMT.     T^BB  Iftiirf 
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But  it  was  the  figure  of  naked  land  value,  and  not  the 
figure  mduding  hypothetical  damages,  which  furnished 
the  basis  for  the  figures  finally  claimed  by  the  carrier.^ 
The ''  present  value  "  claimed  was  calculated  by  using  a 
multiple  or  factor  of  2.23,  and  adding  to  this  amount  6 
per  cent  to  cover  expense  of  acquisition.  The  basis  of 
this  claim  was  the  general  exhibit  introduced  by  Mr.  H. 
S.  Marshall,  land  assistant  of  the  Western  Carrier  Group 
at  the  March,  1917,  hearing.  Mr.  Marshall,  using  152 
reports  from  western  roads,  which  showed  the  cost  of 
acquiffltion  of  right  of  way  for  3929.76  miles  of  line, 
derived  a  multiple  of  2.62  (the  purchase  price  divided  by 
the  naked  land  value  —  $8,941,231.58  divided  by  $3,- 
411,813.75).  The  expense  of  acquiring  this  land  was 
$577,886.05,  or  6.16  per  cent  of  the  total  price.  This 
study  served  to  demonstrate,  at  least  in  a  general  way, 
*^  from  the  actual  experience  of  these  carriers  the  rela- 
tionship between  the  naked  land  value  and  the  total 
cost  of  acquisition."*  In  order  to  have  particular 
figures,  "  careful  study  was  made  for  the  purpose  of 
determining  the  present  cost  of  acquisition  of  the  rail- 
road lands  .  .  .  under  the  peculiar  conditions  of  soil, 
topography,  and  community  and  rural  development.''  * 
This  study  was  made  by  Mr.  E.  Holbrook,  of  the  South- 
em  Pacific,  who  brought  to  this  study  "  long  experience 
with  the  problem,"  and  by  Mr.  William  Malone,  a 
Houston  real  estate  dealer,  who  having  acted  as  real 
estate  agent  for  the  Trinity  and  Brazos  Valley  could 
derive  figures  which  were  "  the  results  of  a  careful  study 

>  Except  for  the  amounts  claimed  for  the  land  occupied  by  industry  tracks,  areas  in 
streets,  and  land  alleged  to  have  been  omitted.    Texas  Midland  Reply  Brief,  p.  898. 

*  Ttaas  Midland  Brief,  pp.  898, 899.  See  Hearings,  March,  1917,  p.  582  and  follow- 
ing, and  especially  the  Exhil»t  at  p.  616.  It  was  recognised  that,  while  many  of  the  lines 
oontribating  to  this  exhibit  were  similar  to  the  Texas  Midland,  many  were  dissimilar. 
A  study  of  the  purely  Texas  lines  gave  a  multiple  of  2.05,  which  was  a  logical  ex- 
pectation, since  the  greater  part  of  these  lines  was  located  in  the  plains  country  of 
West  Texas. 

*  Ttoxas  Midland  Brief,  p.  900. 


Digitized  byVjOOQlC 


78  QUARTERLY  JOURNAL  OF  ECONOMICS 

of  a  practical  man,  in  the  light  of  practical  experience  in 
the  territory  of  the  Texas  Midland."  Both  gentlemen 
testified  that  the  cost  of  acquisition  could  not  be  ac- 
curately estimated  by  individual  parcels,  both  falling 
back  on  the  multiple  short  cut  —  that  of  Mr.  Malone 
(2.23)  being  adopted  ''  in  the  interest  of  conservatism," 
rather  than  that  of  Mr.  Holbrook  (2.25). ^ 

This  "  uncontradicted  testimony  "  was  then  alleged 
to  establish  that  naked  land  value  of  adjacent  and  ad- 
joining land  is  much  less  than  the  present  value  of  the 
lands,  rights  of  way  and  terminals  of  the  carrier.  It  is 
obvious  that  the  "  uncontradicted  testimony "  did 
nothing  of  the  kind,  until  it  proved  in  addition  that  the 
present  value  of  the  lands  is  measured  by  the  hypotheti- 
cal cost  of  acquisition  under  present  conditions.  The 
evidence  perhaps  did  show  that  naked  land  value  is  too 
low  to  be  used  as  a  measure  of  "  present  cost,"  but  it 
certainly  did  not ''  demonstrate  that  naked  land  value 
...  is  too  low  to  be  used  as  a  measure  of  the  present 
value  or  present  cost  of  acquisition  of  the  carrier  land."^ 

>  Texas  Midland  Brief,  pp.  904, 007.  Theee  moItipleB  are  Um  "  weii^ted  mrtngm** 
of  eounty  multiplee  estabbahed  by  the  two  ezperta.  See  alao  Notes  and  Coramfiirts, 
p.  a05.    The  actual  work  done  is  described  by  the  Commission  in  the  foUowias  terms: 

'*  Two  men  were  selected  who  had  no  special  knowiedfe  of  lands  alone  this  nibtMd. 
who  were  stationed  upon  the  rear  end  of  a  paasencer  ooaoh,  and  provided  with  a  map 
showing  the  parcels  as  they  were  orisinally  acquired.  The  train  proceeded  at  ita  or- 
dinary rate  oyer  the  length  of  the  line.  From  this  inspection  these  gentlemen  undertook 
to  state  parcel  by  parcel  the  excess  coet  of  acquisition  and  the  damages.  A  oompfutatkin 
showed  that  less  than  one  minute  could  have  been  devoted  by  them  to  the  inspection 
and  determination  of  theee  excess  costs  and  damages  as  to  each  paroeL  The  propoiitaoa 
that  the  Commission  could  make  a  report  under  any  such  method  as  this  is  too  iantaetae 
for  serious  discussion.'*     1  VaL  Rep-  It  160. 

The  method  is  described  in  greater  detail  by  Mr.  Elmquist  of  the  Minnesota  Com> 
rion.  Hearing,  December,  1018,  p.  06. 

On  the  other  hand,  the  carrien  "  seriously  urged  that  no  man  can  appcaiee  property 
in  substantial  country  by  riding  through  them  in  a  day  coach  and  by  ooneoHaag  the 
oensus  oi  1010,  and  the  soil  survey  of  the  Dq>artment  of  Agriculture."  Texas  vtwII^imI 
Reply  Brief,  p.  02.  It  is  probable  that  the  demonstration  of  the  extent  of  the  aetoal 
examination  by  the  govemment  i4>praiserB  (for  example,  it  was  shown  that  the  ex- 
amination had  in  part  been  done  from  a  regular  passenger  train  and  that  at  small 
towns  the  train  had  not  been  stopped,  on  the  theory  that  the  land  values  woold  be  the 
same,  ibid.,  pp.  268, 304)  led  to  the  stricter  instructions  described  in  the  Texas  Midland 
opinion,  pp.  167, 168. 

«  Texas  Midland  Brisf,  pp.  008. 000;  also  Hsann«i,  May.  lOlSk  pp.  U12,  UU. 
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To  this  discussion  can  now  be  brought  words  ex- 
pressed by  Justice  Hughes  in  termsof  a  general  principle : 

The  raiboad  has  bng  been  established;  to  it  have  been  linked  the 
activitieB  61  agriculture,  industry  and  trade.  Communities  have 
long  been  dependent  upon  its  service,  and  their  growth  and  develop- 
ment have  been  conditioned  upon  the  facilities  it  has  provided.  The 
uses  of  property  in  the  communities  which  it  serves  are  to  a  large 
degree  determined  by  it.  The  values  of  property  along  its  line 
largely  depend  upon  its  existence.  It  is  an  integral  part  of  the  oom- 
mimal  life.  The  assumption  of  its  non-existence,  and  at  the  same 
time  that  the  values  that  rest  upon  it  remain  imchanged  is  impos- 
sible and  cannot  be  entertained.  .  .  . 

The  Company  would  certainly  have  no  groimd  of  complaint  if  it 
were  aUowed  a  value  for  these  lands  equal  to  the  fair  average  market 
value  of  similar  land  in  the  vicinity,  without  additions  by  the  use  of 
multifdiers,  or  otherwise,  to  cover  hypothetical  outlays.^ 

The  comment  of  the  Texas  Midland  attorneys  upon 
these  words  is,  in  substance,  that  other  language  in  the 
opinion  upholds,  if  properly  interpreted,  the  contention 
that  figures  produced  by  their  method  constitute  admis- 
sible evidence  of  land  value,  since  they  conform  with 
condemnation  procediu^,  and  secondly  that  the  method 
condenmed  by  the  Supreme  Court  was  a  different 
method  from  that  used  by  the  Texas  Midland  ap- 
praisers.* 

The  second  contention  can  be  briefly  disposed  of,  since 
it  represents  no  appeal  to  principle.  It  asserts  that, 
since  the  base  figures  to  which  the  Minnesota  multiple 
was  applied  was  not  the  "  naked  land  value,"  but  in- 
cluded a  "  speculative  increment  "  and  imaginary  costs 
inciured  to  overcome  imaginary  diflBculties,  the  objec- 
tion voiced  by  Justice  Hughes  cannot  be  applied  to  an 
appraisal  based  upon  "  naked  land  value."  *  But  Jus- 
tice Hughes'  language  was  in  general  terms:    "  The 

>  MiiuiMoU  Rate  CMes,  230  U.  8. 362,  452, 455.  See  the  diaouasion.  in  detail,  Rail- 
raed  Valuation,  pp.  85-03, 153-159,  where  the  inadequacy  of  the  "  fair  average  market 
Tshie  '*  test  ia  demonstrated. 

>  Teaa  Midland  Brief,  p.  218. 
«  nwL,  pp.  218-227. 
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conditions  of  ownership  of  the  property  and  the  amounts 
which  would  have  to  be  paid  in  acquiring  the  right  of 
way,  supposing  the  raibx)ad  to  be  removed,  are  wholly 
beyond  reach  of  any  process  of  rational  determinar 
tion."  ^  And  the  fact  remains  too,  that  it  is  equally 
difficult  to  see  how  even  the  measure  proposed  by  Jus- 
tice Hughes  as  a  maximum  —  *'  assuming  that  the  rail- 
road is  entitled  ...  to  attribute  to  its  property  an 
increase  in  value,  .  .  .  the  fair  average  of  the  normal 
market  value  of  land  in  the  vicinity  having  a  similar 
character  "  —  eliminates  "  conjecture."  *  Looking  at 
the  problem  in  terms  of  general  reasoning  (and  not  in 
terms  of  legal  strat^y)  it  seems  clear  that  the  appraisal 
introduced  by  the  Texas  Midland  is,  in  its  ess^itial 
premises,  identical  with  that  condenmed  on  logical 
grounds  by  Justice  Hughes.' 

Better  authority  can  be  secured  from  the  Minnesota 
opinion  for  the  first  contention  of  the  carrier  attorneys: 
that  portions  of  the  opinion  by  "  manifest  implication  " 
and  "necessary  implication"  indicate  that  the  rule  for 
the  ascertainment  of  compensation  in  condemnation 
cases  would  have  been  approved.*  Elsewhere  the  diffi- 
culty of  harmonizing  Justice  Hughes'  conclusion  in  this 
portion  of  his  opinion  with  the  cases  which  he  cites  and 
explains  in  his  argument  has  been  indicated.*  The 
attorneys  for  the  Texas  Midland  attempt  to  establish 
such  harmony: 

The  phrase  "  the  fair  average  of  the  normal  market  value  <tf  the 
land  in  the  \ncinity  having  a  similar  character/'  and  the  phrase  "  the 
fair  average  market  value  of  similar  land  "  mean  the  same  thing,  to 

t  230  U.  S.  352,  452. 

*  See  RailroMi  Vftluation,  pp.  00-03  for  a  oritkil  uaItm  oI  tUi  poftioa  ol  JaUm 
Hocfaee'  opinioii. 

«  See  Texas  Midlaiid.  1  VaL  Rep.  1,  00. 

«  Tesat  Midland  Brief,  pp.  223  and  228.  The  Mine  ifiennmg  and  nhiMiiiliiu  k 
found  in  Mr.  Butler's  arfument.  Hearings,  May.  1915,  pp.  10&-11&. 

•  Railroad  Valuation,  p.  155. 


Digitized  byVjOOQlC 


RAILROAD  VALUATION  81 

wit:  the  amount  idiich  the  owners  would  be  entitled  to  receive 
thevelor,  in  case  of  acquisition  by  condemnation  of  a  rifi^t  <tf  way  out 
of  tnxh  similar  lands.^ 

Tbe  difficulty  arises  from  the  fact  that  Justice 
Hu^ies,  having  disposed  of  the  carrier  contention  on 
one  basBs,  went  back  to  demonstrate  that,  even  upon 
the  hypothesis  proposed  by  the  carrier,  the  figures  pre- 
sented were  not  acceptable.  Making  the  supposition 
which  he  had  so  vigorously  condenmed  —  that  the  rail- 
road had  been  obliterated,  and  that  its  lands  were  in  the 
hands  of  others  —  he  stated  the  rule  that  the  owner 
would  be  entitled  to  receive,  through  condemnation 
proceedings,  '^  its  fair  market  value  for  aU  its  available 
uses  and  purposes,"  an  ''  element  to  be  considered" 
being  "  any  peculiar  or  special  adaptation  for  railroad 
purposes."*  Yet  "the  owner  would  not  be  entitled  to 
demand  payment  of  the  amoimt  which  the  property 
mi^t  be  deemed  worth  to  the  company,  or  of  an  en- 
hanced value  by  virtue  of  the  purpose  for  which  it  was 
taken;  or  of  an  increase  over  its  fair  market  value,  by 
reason  of  any  added  value  supposed  to  result  from  its 
combination  with  tracts  acquired  from  others  so  as  to 
make  it  a  part  of  a  continuous  railroad  right  of  way  held 
m  one  ownership."  *    But  the  carrier  attorneys,  resort- 

>  Brief,  pp.  223.  244.  At  p.  226  it  had  been  aaaerted:  '*  It  is  dear  that  the  phraM 
*  its  fair  market  valiie '  .  .  .  and  '  the  fair  averace '  .  .  .  mean  the  price  n^iioh  the 
eompany  wtmld  lecaUy  be  required  to  pay  in  condemnation  prooeedinse."  Surely  this  ia 
to  aeeome  and  not  to  prove  a  conclusion.  At  p.  228  leas  certain  language  ia  used:  *'  The 
preaent  ooet  of  aoquieition  —  ascertained  according  to  the  principles  which  govern  in 
condemnation  of  private  property  for  public  use  —  of  such  right  of  way,  or  of  an  equiva- 
lent rijj^t  of  way,  ia  certainly  a  relevant  fact,  and  good  evidence  of  present  value." 

See  also  the  extended  discussion  by  Mr.  Brantley,  Hearings,  January,  1917,  pp.  240- 
248.  Mr.  Brantley's  argument  is  substantially  the  same  as  that  here  outlined  from  the 
Texas  Bikfland  Brief . 

*  Minnesoto  Rate  cases,  230  U.  S.  352, 451,  dting  U.  S.  v.  Chandler-Dunbar  Water 
Power  Co.,  229  U.  8.  53;  Mississippi,  etc.  Boom  Co.  v.  Patterson.  98  U.  8.  403;  8hoe- 
maker  v.  U.  8.,  147  U.  8.  282;  Boston  Chamber  of  Commerce  v.  Boston,  217  U.  8.  189. 

Mr.  Butler.  Hearings,  May,  1915,  p.  Ill,  makes  the  point  that  the  Hughes  opinion 
is  **  not  written  in  tbe  best  of  order." 

•  230  U.  8.  352,  451;  see  Hearings,  May,  1915.  p.  100  (Mr.  Butler). 

Justioe  Hu^iea,  oommenting  upon  the  evidence  presented,  in  relation  to  the  basis  for 
determination  of  land  value  for  condemnation  said:  "  There  is  no  evidence  before  us 
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ing  again  to  "implication''  and  ''knowledge/'  next 
assert: 

Fair  market  value  for  all  its  available  uses  and  purposes,  a> 
rived  at  by  giving  due  consideration  to  peculiar  value  and  special 
adaptation  for  railroad  ptarposea,  is  known  by  all  to  be  greater  than 
the  market  value  of  similar  adjacent  lands  for  agricultural  and  other 
like  purposes.  Therefore,  the  language  of  the  court  ..."  the  fair 
average  of  the  normal  market  value  of  land  in  the  vicinity  having  a 
similar  character/'  means  what  the  railroad  company  would  now 
have  to  pay  in  condemnation  proceedings,  imder  the  rule  stated 
in  this  opinion,  to  acquire  the  rig^t  of  way  land  if  it  were  hdd  by 
others.' 

The  basis  for  this  conclusion  (which  seems  an  obvious 
rum  sequitur)  is  the  "  well  recognized  fact "  that  the 
acreage  value  of  the  similar  lands  through  which  a  right 
of  way  extends,  is  "  as  a  rule/'  less  than  the  acreage 
value  of  the  right  of  way.*  This  is  to  assume  the  con- 
clusion, not  to  prove  it. 

The  Commission  approaches  a  recognition  of  the 
claim  set  forth  in  these  terms  by  the  assertion  that  ^'  due 
allowance  "  is  accorded  "  any  special  value  which  may 
attach  by  reason  of  the  peculiar  adaptability  of  the  land 
to  railroad  use." '  But  since,  presumably,  the  figures 
reported  and  approved  were  based  solely  upon  the  value 


ttcm,  which  the  amount  which  would  be  properly  aUowable  in  such  < 
oeHinie  c*n  be  eeeerUined.**  P.  452.  Mr.Bimntley  uees  this  comment  to  juBtify  the 
•aertion  that  the  Court  approTed  coet  of  condemnation  as  Tahie.  Hearin0^  Jnmiaiy, 
1017.  p.  244. 

>  Texas  Midland  Brief,  p.  220:  HMointa,  May.  1915. pp.  112. 114.  TetHbMMted, 
Ttzas  Midland  Brief,  p.  231:  **  In  rahie  of  its  whole  richt  ol  way.  the  oarrier  ia  «Btitlad 
to  hare  included  all  elements  of  rahie  ezistinK  at  the  time  of  appnaaal,  iminSa^yttam 
due  to  shape,  continuity,  and  profitable  use.  Therefore,  present  eost  of  xwyilMtion, 
airiTed  at  upon  the  principles  which  are  applied  in  «^*«*«<— »»**♦***■»  t  majr  be^  and  fk«> 
quently  will  be,  less  than  present  rahie.'* 

*  Ibid.,  p.  232.  It  had  prsTKnaly  been  sUted  that  **  Fo/m,  at  date  of  acquUtkn. 
may  be  grcAtcr  than  omI,  because  of  a  combination  of  many  tracts  to  make  a  eoactimiQas 
ritht  of  way  held  in  one  owneiship.**  Ibid.  ButieealsoHeaiinaB,May.l91S,p.llS,to 
the  efleet  that  what  it  costs  to  buy  at  time  of  purc^iase  cooatttutea  "  Tahm." 

«  Teas  Midland.  1  Val.  Rep.  1. 3, 53, 1^7.    Thb  holdinc  «  fram  Phmly. 
p.  49. 
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of  adjacent  tracts,  this  ''  due  allowance ''  is  more  nomr 
inal  thanreal.^ 

Quite  aside  from  the  question  of  the  premises,  stated 
or  assumed,  the  carrier  reasoning,  which  is  based  solely 
iqx>n  i4>peal  to  authority,  presents  an  entire  failiue  (or 
anwilUngness)  to  recognize  that  at  no  place  does  Justice 
Hugjies  state  an  aflBrmative  rule.  EQs  proposed  adja- 
cent land  test  is  premised  upon  an  assumption  which  he 
neither  rejected  nor  aflSrmed,  while  his  discussion  in 
tenns  of  condemnation  precedents  is  specifically  con- 
ditioned by  a  premise  which  elsewhere  is  vigorously 
rejected.  The  truth  would  seem  to  be  that  Justice 
Hughes  (following  the  example  of  Justice  Harlan  in 
Smyth  V.  Ames)  discussed  phases  of  the  problem,  and 
decided  nothing  except  in  terms  of  disapproval.*  An 
analysis  in  terms  of  economic  principles  must  have  re- 
sulted in  the  rejection  of  the  condemnation  analogy. 
But  the  facts  did  not  demand  such  analysis. 

There  is  an  essential  difference  between  the  results 
obtained  by  the  proposed  carrier  test  and  those  obtained 
by  the  Commission's  method.  Using  the  value  of  adja- 
cent tracts  and  a  multiple,  it  will  be  exceptional  indeed 
when  the  "  value  "  claimed  will  not  exceed  the  amoimt 
originally  paid  by  the  railroad.    And  this  probability 

>  Sn,  moreoyer.  the  diicunion  of  the  "  ntUwrny  value  "  of  land.  Railroad  Valuation, 
pp.156.  Iff7;  abo  Tezaa  Midland.  IVal.  Rep.  1,57-50.  That "  raUway  value '*  is  not  a 
dean  eot  concept  is  readily  apparent:  it  haa  been  defined  in  terma  of  a  "  value  *'  which 
ii  baaed  upon  a  multiple,  and  in  terma  of  adaptation  for  railroad  puipoeee.  It  is  in  the 
latter  aenae  that  the  phraae  ia  used  in  Railroad  Valuation;  in  the  former  aenae  (and  to 
the  writer'a  mind,  a  kea  aatiafactory  eenee)  by  the  Commiwrion  in  the  Texaa  Midland 
apinkin  (p.  57).  "Hie  phraae  ia  used  in  both  meanings  in  the  Minnesota  Rate  oases, 
230  U.  a  352,  451-455. 

*  Railroad  Vahiatitm.  p.  17. 

In  the  Winston-Salem  Southbound  case  where  the  tentative  valuation  based  *'  the 
present  value  cl  lands  upon  the  normal  fair  value  of  similar  lands  in  the  vicinity,  ascer- 
tsined  in  the  manner  employed  and  stated  in  the  Texas  Midland  case,*'  the  Bureau  and 
the  carrier  asreed  on  the  present  value,  and  the  carrier's  protest  was  waived,  tho  this 
waiver  did  not  extend  to  the  daima  as  to  the  ascertainment  of  reproduction  cost  or  pres- 
ent cost  oil 
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increases  with  the  passage  of  years.  Even  with  the 
Commission's  method  only  the  most  recent  projects 
may  normally  be  expected  to  show  a  ''  present  value  " 
below  actual  cost.  The  increase  in  the  value  of  both 
urban  and  rural  lands  has  been  such  that  only  where  a 
carrier  has  been  forced  to  buy  into  an  already  valuable 
area,  and  to  pay  a  price  based,  amongst  other  things, 
upon  the  presence  or  proximity  of  anoliier  railroad,  has 
the  cost  exceeded  what  the  Conmiission  reports  as  ''pres- 
ent value."  But  for  these  recent  projects,  and  for  some 
portions  of  even  the  older  projects,  it  can  be  shown  that 
the  amoimts  reported  as  ''  present  value  "  are  actually 
less  than  was  paid  by  the  carrier.  The  notable  illustrar 
tions  occur  where  terminals  have  been  bought  in  cities, 
as  when  the  A.,  B.  &  A.  secured  the  lands  needed  in 
Birmingham  and  Atlanta;  ^  but  even  the  Texas  Midland 
could  show  areas  which  had  cost  more  than  the  Com- 
mission's ''  present  value."  *  To  meet  this  situation 
Mr.  Prouty  proposed  another  concept:  ''reasonable 
value,"  original  cost  being  "stated  as  present  value, 
not  because  original  cost  is  present  value,  but  because 
under  the  circumstances  it  would  be  the  best  evidence 
of  such  reasonable  value"  —  provided  "the  value  of 
these  lands  had  not  declined  since  the  date  of  their  ac- 
quisition, .  .  .  they  were  acquired  with  reasonable 
prudence,  and  ...  no  unusual  or  abnormal  condition 
appeared."  *     The  Commission   did  not  follow   this 


1  T^ot  the  BinBintham  tarmiiuk,  ooetinc  the  ixmuI  $1,300,000  ««•  ' 
$000,000.  A..  B.  A  A.  Brief,  pp.  589.  730;  HeuincB.  Mareh.  1017.  p.  068.  "fi 
•samplw  **  to  tbow  inttaaoM  where  cost  exceeded  **  preeent  raJtm  **  «•  cited  im  thm 
A..  B.  A  A.  Prot««t.  p.  47;  coet  of  $30,002,  preeeot  T»hae  of  $3343;  $40,088,  $30,778; 
$13,350.  $3,030.    See  abo  Kaneee  Otr  Southera  Proteei.  p.  48. 

*  TexM  MkUaad  Brief,  p.  8Sl.  a  tahle  thowiat  **  nomerooa  imienoee.  wImts.  da^ite 
the  grcAt  iaoreaee  io  laad  rahMs  during  reoeDt  yeara,  the  * pineent  Tafaw '  .  .  .  ia ka 
than  the  CAirier  paid.**    P.  870. 

•  Pro«ty.  MeaMtaadiua.  p.  55.  See  Heariac*.  Decenher.  1017.  p.  184.  Mr.  ftwrtjrli 
lefeieiee  h  here  doMhUeee  to  the  Miaaeeota  Rate  oaeee: 

**  It  k  elear  that  ia  aeeertaialM  the  preeeMt  rehae  «•  are  aot  Inited  to  the  « 
tie*  of  the  aaottat  of  the  actual  iaireetsMat.    If  that  hae  heea  n  riMiw  < 
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lecominendation  of  Mr.  Prouty,  which  is,  after  all,  an 
attempt  to  introduce  equitable  considerations  in  the 
private  interest.^  Perhaps  it  was  enough  that,  in  the 
face  of  the  instances  cited  by  the  carrier,  a  present  value 
of  $254,479.98  was  reported  for  lands  which  had  cost 
$67,493.44,  of  which  only  $22,884.69  had  actually  been 
contributed  by  the  carrier,  lands  valued  at  $44,608.75 
having  been  donated.'  Taking  the  railroad  site  as  a 
whole,  the  method  of  measurement  adopted  showed  an 
increase  in  the  value  of  lands  which  exceeded  any  extra 
costs  at  the  time  of  original  acquisition. 

But  is  not  cost,  rather  than  "  value  "  based  upon 
hypothesis,  the  really  important  figure  ?  The  railroad 
18  a  highly  specialized  case  of  "  capital  sunk  in  the  soiL" 
Only  a  small  part  of  the  railroad  plant  can  be  devoted  to 
another  use,  or  to  the  same  use  in  another  place.    The 


loBM  BMj  b0  wfiwftd  whieh  the  eommunity  does  not  underwrite.  As  the  oomDsay 
■■J  not  be  ivoiseted  in  its  sotoal  inTsstment,  if  the  T»hie  of  its  property  be  |>lainl7 1 
so  the  mslring  of  a  jost  return  for  the  use  of  the  property  inTohres  the  reoognition  of 
its  fsir  Tehie  if  It  be  mote  than  its  cost.  The  property  is  held  in  prirate  owmmhip  and 
it  is  that  pfop»tj  and  not  the  original  cost  of  it,  of  which  the  owner  may  not  be  de- 
priTed.  without  due  process  of  law."  230  U.  S.  362.  454.  See  discussion.  Railroad 
▼ablation,  p.  124  and  foflowing.  and  especially  pp.  128. 120L 

>  The  same  difficulty  caused  Commissioner  Daniels  to  write  as  follows  in  his  Ksnsas 
Oty  Southern  dissent: 

"  Eridenee  before  us  shows  clearly  that  where  a  railway  is  first  projected  through  a 
sew  region,  the  land  is  often  acquired  at  a  nominal  cost,  whereas  when  a  carrier  is  well 
established  and  a  region  is  fairly  p(q;>ulous,  the  costs  to  the  carrier  of  the  later-acquired 
knds  whether  through  purchase  or  condemnation  are  likely  to  exceed  the  normal  value 
of  lands  adiaeent 

**  I  raise  these  queries  as  to  the  method  employed  to  ascertain  land  values  in  order  to 
indicate  my  fear  that  a  rigid  formula  may  be  applied  where  a  more  rational  method 
would  modify  the  f<»mula  where  justifying  circumstances  exist.  A  chance  dictum  may 
sssily  harden  into  a  formula,  and  a  formula  into  a  fetish,  if  the  matter  is  not  lifted  into 
a  plane  of  rational  procedure.  It  was  in  the  Minnesota  Rate  cases  that  it  is  said,  p.  356: 
*  There  is  no  formula  for  the  ascertainment  of  the  fair  value  of  property  used  for  the 
eonvenienee  oi  the  pubBe,  but  there  must  be  a  reasonable  judgment,  having  its  basis  in 
a  proper  consideration  of  all  relevant  facts.' 

"  In  what  is  said  above  in  criticism  of  what  appears  to  me  an  unduly  inflexible 
method  of  ftimating  land  values,  I  am  not  to  be  understood  as  challenging  the  pro- 
priety of  the  Commission's  specific  land  estimates  in  the  present  case  and  still  less  as 
subscribing  to  the  exaggerated  figures  sought  by  the  carrier  for  its  Kansss  City  lands. 
But  I  am  anxious  to  reserve  scope  for  '  a  reasonable  judgment  having  its  basis  in  a 
proper  consideration  of  all  relevant  facts.'  "    1  Val.  Rep.  223,  260. 

I  Texas  Midland,  1  YaL  Bep.  1,  H. 


Digitized  byVjOOQlC 


86  QUARTERLY  JOURNAL  OF  ECONOMICS 

railroad  site  is  withdrawn  from  actual  or  potential  agri- 
cultural, residence  or  business  use.  A  considerable 
fixed  investment  has  been  made  once  for  all  in  grading 
a  suitable  roadbed,  and  providing  the  necessary  per- 
manent structures.  Once  this  investment  has  been 
made,  the  roadbed  and  site  are  substantially  identified; 
and  whether  the  investment  in  the  long  run  shall  prove 
warranted  depends,  not  on  the  cost  of  producing  the 
structure,  but  upon  demand:  the  volume  of  traffic  and 
the  level  of  rates  maintained.  The  return  is  a  '^  quasi- 
rent."  ^  Once  the  net  earnings  extend  beyond  the  point 
which  furnished  the  inducement  to  the  original  investors 
an  element  of  ''  unearned  increment  "  appears  in  earn- 
ings, comparable  to  the  ''  unearned  increment ''  accru- 
ing in  the  rent  of  sites  devoted  to  other  than  railroad 
purposes.*  But  this  "  unearned  increment "  can  only 
be  measiu^  in  terms  of  cost.* 

The  difficulty  with  most  of  the  reasoning  upon  this 
subject  is  that  an  increase  in  the  value  of  land  is  as- 
sumed to  be  ''  natural;  "  the  relationship  between  the 
unearned  increment  in  the  rent  of  lands,  and  the  un- 
earned increment  in  land  value  which  is  the  result  and 
not  a  cause  of  the  unearned  increment  in  earnings,  is  not 
understood.  Since  the  valuation  test  is  a  test  proposed 
to  measiu^  earnings,  attempt  has  been  made  to  secure 
a  basis  independent  of  earnings.  So,  assiuning  that  the 
railroad  is  entitled  to  the  unearned  increment  —  which 

>  8m  MarahaH  Prinoipln  of  Eoooomios.  pp.  74.  412.  425. 426. 

•  8m  the  dimaaion  in  RaUrowi  Valuation,  pp.  201-205;  abo  A.,  B.  *  A.  Brief,  p. 
468.  AtamMtincolUwRailwayR«alEitetoAaweiataon,Mr.JanMaP.N«lMMi.orUi» 
CbMapeake  A  Ohio  ■ummariaed  the  position  btid  by  railroad  land  in  the  foUovias 


**  Our  rifht  ol  way  is  not  for  aate  at  land  at  any  priee  anfeM  we  abandon  the  OM  ol  tlM 
licht  of  way  and  then  at  onM  it  may  beooBM  ntterly  TafaMlew.  We  IwiTe  deeUoyed  Hm 
ynhm  for  OTvy  other  pwpoee,  except  at  railroad  pwpoae,  that  pwpuM  cone,  thm  Tafaw 
haagone.  .  .  .  If  we  oeaM  to  nee  the  land  ae  rifht  of  way,  then,  onlaM it  ^a  litBaM for 
aoBM  other  pnipoee,  it  hMloet  the  breath  ollife.**    Railway  Ace  aaaetta.ToL  61,  p.  702. 

•  BailraMlVahiatfton,p^lM-lSl. 
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IB  really  the  underlying  problem  ^  —  it  has  been  pro- 
posed to  measure  the  value  of  the  railroad  site  in  terms 
<rf  tJie  value  of  lands  devoted  to  HisaiTnilAr  use,  and  in 
truth  a  value  dependent  upon  the  presence  of  the  rail- 
road. There  is  no  essential  difference  (except  in  degree) 
between  the  Commission's  '^  adjacent  land  "  test,  and 
the  earner's  ''  adjacent  land  and  multiple ''  test  in  this 
respect.    Both  are  unsound.* 

HoMEB  B.  Vanderbltje. 

UNivBBsrrT. 


I  BwlnMiyaliiiitaon.i9.904.30S. 

Mr.  I^FoDrtto  nid  in  Om  SauHe: 

"  Tte  primaiy  ptnpow  in  wtaMJuWnc  the  ytSaam  mptnUAy  I  ihall  ttate  Twy 
franUj.  It  ii  to  imt  into  the  pciwion  of  the  Commiwion  and  upon  record  the  datn 
vhidi  viD  enaUe  «  nhimntelj  to  tty  out  the  qneetion  and  detennine  the  right  ol  the 
xnlrondi  to  eepiteliae  the  nneemed  inerement.'*    49  ContTfrionil  Beoord.  8800. 

>  BnilroMiyahMlaon.  pp.  90-«3, 184-181;  eee  diaowiion  by  Mr.  Biitkr.  Maj.  191S, 
pu  107;  by  Mr.  Hnfane.  p.  183;  mbo  Heezinci,  Bi«roh«  1917,  p.  566,  where  the  preeenee 
ol  a  eonaeated  eolond  diatriet  ia  aappoaad  to  add  *'  rtJm "  to  the  yank  ol  the  ] 
Cktr  Bonthcm  at  Port  Arthur. 


[Parts  V,  VI,  VII,  treating  respectively  the  subject  of 
Cost,  Intangibles,  and  Final  Value,  will  appear  in  the 
next  following  issue.] 
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When  in  December,  1807,  Congress  voted  the  em- 
bargo, recalled  our  ships  and  forbade  them  to  leave 
port,  it  forged  a  two-edged  weapon.  Its  ostensible  pur- 
pose was  protective.  The  Berlin  Decree  and  the  Orders 
in  Ck)imcil  made  neutral  sailing  precarious.  The  Milan 
Decree,  soon  to  be  published,  made  it  well-nigh  impos- 
sible. Prudence  demanded  the  recall  of  our  shipping 
before  it  fell  into  French  or  British  hands.  And  as  a 
prudential  measure,  the  embargo  met  with  little  oppo- 
sition; even  in  New  England,  where  it  was  soon  to  drive 
men  to  the  brink  of  secession.  As  a  measure  of  caution, 
however,  its  limitations  were  ob^^ous.  The  losses  from 
ships  at  anchor,  docks  abandoned,  and  sailors  dis- 
persed, might  soon  equal  the  risks  of  enemy  capture. 
In  face  of  economic  disaster,  the  embargo  could  be  jus- 
tified only  as  a  weapon  of  offense,  and  this  latter  object 
came,  as  time  wore  on,  to  be  more  fully  recognized. 

Strangelj*  enough,  the  efficiency  of  the  embargo  as  a 
weapon  of  offense  has  received  little  attention.  Its  po- 
litical and  economic  reactions  on  America  have  been 
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studied,  but  these  concern  its  defensive  aspect.  The 
real  clue  to  the  success  of  the  embargo  as  a  substitute 
for  war  lies  overseas.  How  did  it  affect  the  nations 
against  which  it  was  aimed  ?  France  one  may  dismiss 
with  a  word.  The  British  blockade  needed  no  embargo 
to  aid  its  operations  against  Napoleon.  But  for  Great 
Britain  the  situation  is  more  complex.  True,  the  em- 
bargo did  not  secure  the  concessions  which  it  sought. 
Nevertheless,  it  exerted  a  decided  pressure  upon  indus- 
trial life  in  Great  Britain.  And  the  measure  of  British 
distress  is,  accordingly,  one  measure  of  American  politi- 
cal wisdom  in  1808.  On  the  other  hand,  to  ascribe  aU 
the  misfortunes  of  British  industry  in  1808  to  Ameri- 
can causes  would  be  fallacious.  Tlie  Berlin  and  Milan 
Decrees  were  in  operation  throughout  the  year,  and  the 
former  of  these  was  abready  producing  an  effect^  before 
the  Non-Intercourse  law  was  revived  by  America,  and 
the  embargo  enacted.* 

British  trade  gave  signs  of  disorder  as  early  as  Aug- 
ust, 1807.*  Nor  did  conditions  improve  as  autmnn  ad- 
vanced. Writing  in  October,  Lord  Auckland,  an  op- 
ponent of  the  government's  policies,  draws  a  lugubrious 
picture  of  commerce  in  decay:  ''  I  am  told  by  the  best 
Custom  house  and  mercantile  authorities  that  oiu*  ex- 
ports are  almost  totally  suspended,  and  that  our  imports 
are  gradually  contracting;  that  orders  for  manufactures 
are  revoking;  and  that  not  only  our  European  trade  is 
checked,  but  that  the  demand  of  goods  for  the  United 

>  It  may  be  added  that  this  effect  long  outlasted  the  repeal  of  the  embargo.  See 
A.  Aikdr6adte,  EQatory  of  the  Bank  of  England,  p.  zviii. 

*  Thomas  Tooke,  A  History  of  Prices  and  of  the  State  of  Circulation  from  1703 
to  1837,  ToL  i,  p.  290,  attributes  the  distresses  of  the  time  to  the  combined  effects  of 
French  and  American  enactments. 

*  William  Smart,  Economic  Annals  of  the  Nineteenth  Century,  voL  i,  p.  156.  See 
slso  *'  The  Speech  of  James  Stephen,  Esq.,  in  the  Debate  in  the  House  of  Commons, 
March  6,  1809,  on  Mr.  Whitbread*s  Motion,  Relative  to  the  Late  Orertures  of  the 
Ameriean  QoTemment,  with  Supplementary  Remarks  on  the  Recent  Orders  in  Coun- 
ol,"  pp.  11,  28,  32,  66. 
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States  is  interrupted.  If  this  account  should  be  in  any 
degree  accurate,  it  will  soon  affect  not  only  the  customs, 
but  the  excise,  and  will  also  be  followed  by  much  individ- 
ual distress."  ^  Some  weeks  later,  in  the  same  vein,  he 
predicts  that  unless  prosperity  revives  before  spring,  the 
manufacturing  towns  will  be  clamoring  for  peace.'  And 
when  the  Orders  in  Council  were  published,  he  renewed 
his  laments.*  In  fact,  the  more  he  reflects  upon  the 
Orders,  the  more  disastrous  they  appear.  Quoting 
French  authority,  he  foresees  that  the  rupture  of  com- 
merce must  automatically  create  or  stimulate  manu- 
factiu*es  among  former  customers  of  Great  Britain/ 
while  those  at  home  confronted  nothing  but  depres- 
sion, with  distress  in  Yorkshire,*  and  general  discontent 
among  manufacturers  and  importers.* 

Since  opposition  thrives  best  on  discontent,  Ixird 
Auckland,  as  a  party  man,  may  have  been  less  mdan- 
choly  than  the  picture  he  paints.  Certainly  he  and  his 
associates  set  themselves  cheerfully  to  the  task  of  glean- 
ing party  advantage  from  complaints  of  merchants  ^  and 
the  petitions  of  malcontents.*  But  discounting  exag- 
gerations and  the  limited  perspective  of  merchants, 
manufacturers,  and  noblemen  of  the  opposition^  it  still 

>  ffiit.  MS&  Comm.  FoctMcw  KS&,  p.  140.  October  1ft.  1807.  LovdJ 
Lord  QrcttTiDe. 

•  Ibid.,  p.  lU.  NoTcoibcr  ft.  1907.    Lotd  AmUuhI  to  Lotd  GraaWDe. 
«  ntid..  p.  147.  NoTMnbcr  17. 1907.    "  My  priTmto  bofief  a  tlbit.  ao  fair  m  ov  i 

fawilowt*  ftr»  mtwwttfd.  tb»  wbole  of  tbii  lut— mi  iriD  operate  to  < 
tbe  diauiuik^d  «iport;  aod  tbaU  a»  far  m  ovr  Weal  ladiaa  < 
otrwd,  tbajr  ntaai  be  acgraTated  by  a  ariton  wlaeli  Umdtt  to  1 
Mid  to  iaoreaae  tb»  a<yttmolati<m  of  foreica  mtiTa.*' 

«  Kit.  M^^ Cooua.  FV«t«anieXrsa..p.m.KofW^berta.l907.  "ThtMm 
of  tbe  »ib  gVfH«aab«r.  190ft.  aajcR.  '  La  pralabil»a  daa  mairliiihu  Miii^iiiB  do 
«ialoa  ^[oe  Twat  d*  «rdk«uMr  W  OoorvneBMat  ar  «0B{tnb«era  paa  poo  4  aooo  ioiio 
ol4««dr  W  roMhat  «i  dfairabk  d»  fabriqrafr  Moa  menai  la  toCaitf  daa  a 
OTOMbaaoML*'   Ak«ibid.p.S?»,Fyt«miTlM»». 

»  Hoc.  MStS.  Cooua.    FMtoaMie  M^SSU  p.  153k  Dooai^bs  1. 1907. 

•  nod^p.lSM>moiAMrft.l9(C, 

•  n»d^p.l».Maiolil-«,19«L 

•  Ibii«  p.  ISl  Uarcdi  14. 190$. 
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appears  that  the  industrial  situation  at  the  close  of 
1807  offered  a  fair  trial  to  the  embargo.  And  debates  in 
Parliament,  articles  in  the  reviews,  and  private  corre- 
qx>ndence  alike  testify  to  the  reality  of  its  pressure. 

All  these  sources  indicate  that  centers  of  manufac- 
tures and  commerce  were  first  to  feel  the  embargo.^ 
The  critical  period  came  with  the  turning  of  the  year. 
Protests  arose  from  Manchester,  Liverpool,  and  Lon- 
don.* And  in  the  March  debates.  Parliament  was  re- 
minded of  the  cries  of  distress  on  all  sides,  and  r^aled 
with  a  vision  of  Liverpool  once  more  a  village,  its  glory 
departed.*  No  time  was  lost  in  conveying  to  America 
reports  of  unparalleled  distress  in  the  manufacturing 
districts.^  America  was  told  that  many  laborers  at  one 
time  accustomed  to  a  guinea  a  week  were  now  reduced 
to  sweeping  the  streets  or  b^ging  their  bread.*  These 
accounts  were  probably  exaggerated  to  meet  the  taste 
of  their  hearers,  since  wages  —  at  least,  nominal  wages 
—  had  been  rising  for  the  past  six  years,*  and  for  arti- 
sans, at  any  rate,  approached  their  maximum  in  1808.' 
But  discoimting  partisan  exaggeration  and  propaganda, 
the  condition  of  British  labor  in  the  face  of  a  present 
shortage  of  the  harvest,  and  a  prospective  shortage  of 
the  raw  materials  for  industry,  was  far  from  enviable. 
Its  protests,  nevertheless,  went  unheeded.  When  the 
shipping  and  commercial  classes  even  welcomed  the 
wi^drawal  of  the  last  great  neutral  from  competition, 
the  miseries  of  a  disfranchised  and  inarticulate  proleta- 
riat could  not  be  expected  to  sway  the  policy  of  the 

1  HADsard's  Parliamfintary  Debates,  let  8er.,  vol.  x,  March  8,  1808. 
t  Journals  of  the  House  of  Commons,  vol.  83,  p.  400  (b)  and  417  (a). 
«  Ibid.,  p.  957. 

•  Frankfort,  Ky.,  Palladium,  June  23,  1808,  quoting  the  Richmond  Enquirer. 
London  News  of  March  20. 

•  Ibid.,  London,  March  23. 

•  William  Smart.  Economic  Annals  of  the  Nineteenth  Century,  vol.  i,  p.  182. 

^  Thomas  Tooke,  A  ffistory  of  Prices  and  of  the  State  of  Circulation  from  1793  to 
1837.  Tol.  i.  p.  288. 
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cabinet.  Giant  petitions  from  the  manufacturing  cen- 
ters against  enforcing  the  Orders  in  CSouncil  ^  accord- 
ingly served  no  real  purpose  other  than  to  bolster 
American  morale.  New  Yorkers  learned  in  July  of 
riots  in  old  Yorkshire  in  which  10,000  weavers  cursed 
the  price  of  bread  and  demanded  higher  wages,  refusing 
to  disperse  until  several  hundred  of  their  number  lay 
dead  in  the  streets.*  Sixty  thousand  looms  were  said  to 
be  idle.  Tho  later  reports  pointed  to  some  improve- 
ment and  some  pay  increases,  discontent  was  slow  to 
subside/  and  ceased  to  be  a  factor  only  when  political 
developments  in  Spain  brought  new  energy  and  hope 
to  the  entire  industrial  life  of  the  nation.^ 

The  intensity  of  suffering  in  the  crowded  centers 
throughout  the  winter  of  1807  and  1808  finds  testi- 
mony more  convincing  than  such  rumors  and  hasty 
observations  as  made  their  way  to  America,  in  the 
statistics  of  the  poor  rate.  This  in  Manchester  rose  in 
the  embargo  year  from  an  average  of  £4,000  to  no  less 
than  £49,000.^  And  the  government  gave  official  recog- 
nition to  the  state  of  the  coimtry  by  a  pledge  to  distin- 
guish the  victims  of  want  from  mere  trouble  brewers 
''  in  any  measures  which  the  excesses  of  the  misguided 
may  compel  us  to  take."  *  It  is  unnecessary  to  claim 
for  the  embargo  the  sole  sponsorship  for  aU  this  wretch- 
edness, in  order  to  maintain  that  it  was  a  factor  with 
which  the  British  system  had  distinctly  to  reckon. 

1  Frmnkfort,  Ky..  PalUdimn,  May  19. 1808,  "  Extract  from  a  letter  of  an  AswtMUk 
gantleman  in  Loodon  to  the  Editor*  of  the  Boston  Chronicle,  dated  Mareh  12, 1808." 

•  Ibid..  August  25,  1808.  **  Latest  from  En^and.  From  the  New  Tovk  Gaaette, 
July  S9." 

•  Frankfort,  Ky.,  Palladium,  September  1. 1808,  quoting  ^'»g'^'**<.  June  9. 

«  WUUam  Smart.  Economic  Annals  of  the  Nineteenth  Century,  says,  **  It  ia  wgnifl 
eaat  of  the  new  hope  that  the  petitions  for  peace  from  the  manufaetnrii«  towns,  where 
there  was  considerable  distress,  at  once  came  to  an  end.  After  May  [1806]  Ki^land 
had  again  a  large  seaboard  open  to  her  commerce.** 

»  Haasard*s  Parhamentaiy  Debates,  1st  Scr..  toL  zii,  p.  Um 

•  **  ;^>es«hss  of  the  Rt.  Hon.  George  Canning.**  roL  ii.  pp.  300, 961.  Jvas  M,  1806. 
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The  growth  of  misery  and  discontent  was  hastened  by 
industrial  concentration  and  the  failure  to  diversify  in- 
dustry. This  was  as  apparent  in  the  colonies  as  in  the 
mother  country.  Specialization  in  industry  accounted 
for  the  economic  sensitiveness  of  Lancashire.^  Speciali- 
sation in  agriculture  was  responsible  for  a  similar  sensi- 
tivenees  in  the  West  Indies.  Both  British  and  French, 
these  islands  were  surrendered  to  the  growth  of  sugar. 
The  entire  economic  life  of  the  colonies  centered  in  a 
Tnaximum  production  of  one  staple,  and  starvation  im- 
pended whenever  food  imports  were  threatened.  The 
embargo  menaced  chiefly  the  French  West  Indies 
because  British  sea  power  cut  off  normal  communica- 
tion from  France.  And  it  was  believed  that  they  must 
surrender  to  Great  Britain,  or  starve.*  But  the  prospect 
of  having  more  islands  to  feed  was  a  doubtful  blessing. 
The  requirements  of  feeding  her  own  impelled  Britain 
to  a  royal  proclamation  *  exempting  from  interruption 
neutral  carriers  of  lumber  and  provisions  boimd  for 
the  colonies  in  the  West  Indies  or  South  America,  even 
where  the  absence  of  clearance  papers  indicated  a 
defiance  of  the  embargo. 

This  official  bid  to  American  lawlessness  was  followed 
by  an  act  of  Parliament  opening  the  door  to  that  free 
trade  between  America  and  the  West  Indies  which  was 
not  to  come  in  its  fullness  until  Van  Buren's  time.  For 
the  present,  the  route  was  to  be  circuitous.  A  free  im- 
portation of  rice,  grain,  and  flour  was  invited  direct 
^'  from  any  Foreign  Colonies  on  the  Continent  of 
Americay"  *    Florida,  of  course,  was  meant.    But  the 

*  Hkt.  MSB.  Comm.  Fortesoue  MSS.,  p.  252,  December  28.  1808.  Lord  AuokUnd 
to  Lord  QrenyiUe. 

*  BeD'a  Weekly  Me8Mn«er,  quoted  in  the  Frankfort,  Ky.,  Palladium,  April  29, 
1806. 

*  Dated  Windsor,  April  11,  1808.  See  Am.  SUte  Papers.  "  For.  Rel."  vol.  iii, 
p.  281. 

«  Joomab  of  the  House  of  Commons,  vol.  63,  p.  406  (b),  June  17,  1808.  See 
p.  464  for  nqral  asMnt.  June  23, 1808. 
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United  States  were  privil^ed  to  send  goods  **  into  the 
British  Provinces  in  North  America  "  for  reexport  to 
the  islands. 

Such  allurements  did  double  service.  They  opened 
ports  to  needed  goods,  and  rallied  American  renegades 
to  a  violation  of  their  country's  laws.  Among  these, 
Aaron  Biur  appears  in  a  character  r61e.  The  per^pina- 
tions  of  BiuT  had  brought  him  in  1808  to  Nova  Scotia^ 
and  his  name  was  associated  with  an  especially  allur- 
ing bait  for  New  Englanders  chafing  under  commercial 
fetters.  The  items  listed  by  official  proclamation  as  wel- 
come in  the  ports  of  Nova  Scotia  are  at  any  rate  worthy 
of  Burr's  capacity  as  a  tempter  —  "  staves,  plank  and 
square  timber,  boards  and  scantling,  bread,  biscuit, 
flour,  peas,  beans,  wheat,  barley,  oats,  Indian  com, 
grain,  seeds,  and  meal  of  bJI  kinds;  also  tobacco,  pitch, 
tar,  tiupentine,  salted  beef  and  pork,  bacon,  ho^a  lard, 
butter,  onions,  fruit,  etc.,  from  the  United  States  of 
America  and  from  the  Azores,  or  western  islands."  ^ 

Commercial  inducements  like  those  offered  in  the 
West  Indies  and  Nova  Scotia  proceeded  of  course  from 
no  friendly  motive.  But  with  the  data  at  hand,  it  is  not 
easy  to  determine  which  of  two  arguments  prevailed, 
the  pinch  of  necessity,  or  a  will  to  undermine  American 
solidarity.  Doubtless  it  was  both.  The  needs  of  the 
West  Indies  were  real.  And  New  England  restiveness 
was  well  known.  Whatever  the  object,  the  opportunity 
of  British  colonial  trade  was  a  distinct  concession  to 
the  embargo. 

The  necessity  of  such  a  concession  was  less  apparent  in 
the  simuner  than  in  the  early  spring  of  1808,  because 
events  which  no  one  could  foresee  when  the  embargo  was 
laid  had  shaped  themselves  toward  its  defeat.  These 
centered  about  the  Spanish  struggle  for  liberty.    Great 

)  Ftmakfort.  Ky.,  FiUftdium,  Aucutt  4«  1806,  <|Qotu«  fitw  theAwonL 
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Britain,  as  the  champion  of  Spanish  freedom,  was  the 
heir  to  Spanish  commerce.^  And  the  possibilities  of  an 
£1  Dorado  combined  with  existing  high  prices,  due  to  a 
threatened  curtaihnent  of  needed  supplies,*  to  create  a 
furor  of  speculation.  Credit  was  greatly  expanded.' 
And  a  huge  exportation  of  goods  created  the  appear- 
ance of  an  economic  revival  not  warranted  by  the  char- 
acter of  the  trade,  which  was  highly  speculative.  Brazil 
particii)ated  in  this  commercial  boom,  and  a  traveler 
in  Rio  Janeiro  recorded  at  the  time  ''  that  more  Man- 
chester goods  were  sent  out  in  the  course  of  a  few  weeks 
than  had  been  consmned  in  the  twenty  years  preceding; 
and  the  quantity  of  English  goods  of  all  sorts  poured 
into  the  city  was  so  very  great  that  warehouses  could 
not  be  provided  sufficient  to  contain  them;  and  that 
the  most  valuable  merchandise  was  actually  exposed  for 
weeks  on  the  beach  to  the  weather,  and  to  every  sort  of 
depredation.  Elegant  services  of  cut  glass  and  china 
were  offered  to  persons  whose  most  splendid  drinking 
vessels  consisted  of  a  horn,  or  the  shell  of  a  cocoanut; 
tools  were  sent  out,  having  a  hammer  on  the  one  side 
and  a  hatchet  on  the  other,  as  if  the  inhabitants  had  had 
nothing  more  to  do  than  to  break  the  first  stone  that 
they  met  with,  and  then  cut  the  gold  and  diamonds 
from  it;  and  some  speculators  actually  went  so  far  as  to 
send  out  skates  to  Rio  Janeiro."  * 

This  sudden  activity  in  new  markets  communicated 
itself  to  the  more  stabilized  routes  of  commerce.  The 
Baltic,  Heligoland,  and  Malta  enjoyed  a  vast  increase  in 
trade,  an  extension  which,  according  to  Tooke,  "  was 

>  A.  Andr^ad^  Histoiy  of  the  Bank  of  England,  p.  219. 

I  TliomM  Tooke,  A  EOstoiy  of  Prioee  and  the  State  of  Circulation  from  1793  to 
18S7.  vol.  i,  p.  292. 

*  A.  Andrtedds,  History  of  the  Bank  of  England,  p.  219. 

«  Thomas  Tooke,  A  Histoiy  of  Prices  and  the  Stote  of  Circulation  from  1793  to 
1837,  Tol.  i,  p.  276.  Quoting  M'Culloeh.  Principles  of  Political  Economy,  2d  ed.,  p. 
329. 
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probably  greater  and  more  sudden  within  the  two  years, 
viz.,  1808  and  1809,  .  .  .  than  had  ever  before  been 
witnessed,  within  a  siniilar  period."  ^ 

Home  industry  also  felt  the  ferment,  and  new  enter- 
prises were  launched  in  excess  of  actual  requirements. 
The  public  was  invited  to  subscribe  for  shares  in  numer- 
ous breweries,  distilleries,  ''  fire  oflBices/'  bridges,  and 
canals.*  In  sum,  there  was,  in  the  sober  language  of 
Thomas  Tooke,  "  a  great  briskness  in  the  general  cir- 
culation; a  rapidity  in  the  interchange  between  goods 
and  money  or  credit,  which  is  an  invariable  attendant 
on  speculative  periods." » 

That  the  embargo  contributed  to  this  era  of  specu- 
lation cannot  be  doubted.  It  shared  with  Napoleon's 
decrees  direct  responsibility  for  a  reign  of  high  prices/ 
in  view  of  the  fears  which  Britons  entertained  that  im- 
ports could  not  be  relied  upon  to  replace  their  deficient 
grain  harvest,  and  to  meet  the  requirements  of  manu- 
factures. It  furnished,  at  the  same  time,  an  added  in- 
centive to  utilize  the  new  Spanish  opportimities  as  an 
offset  for  lost  markets,  and  even  aided  the  process  by 
withdrawing  from  all  competition.  In  this  way,  the 
embargo  created  its  own  Frankenstein.  Its  supi>oeed 
victims  balanced  their  gains  with  their  losses,  and  dis- 
covered at  least  an  imaginary  credit.  The  table  of 
British  exports  for  1808  shows  a  loss  of  £6,604,774  over 
the  1807  trade  to  the  United  States,  and  a  gain  of  £6,- 
152,448  over  the  1807  trade  to  "  America,  exclusive  of 
the  United  States."  *    Increased  trade  with  Canada 

1  Thomu  Tooke.  Thoufhta  and  DeUils  of  the  Hi^  and  Low  Prioet  of  tlM  Lait 
Thirty  Yean,  voL  i,  p.  101. 

1  Thomas  Tooke.  A  Hktory  of  Prices  and  of  the  Sute  of  CiroulatioD  from  1798  to 
1837.  Tol.  i.  p.  277. 

*  Thomas  Tooke.  Thoughts  and  Details  on  the  Hich  and  Low  Prices  of  the  Last 
Thirty  Years.  Pt.  I.  p.  103. 

«  Ibid..  Pt.  I.  pp.  00. 100 

•  Q.  R.  P^vter.  The  Profress  of  the  Nation,  ed.  by  F.  W.  Hint,  lOli,  p.  479. 


Digitized  byVjOOQlC 


BRITISH  INDUSTRY  AND  AMERICAN  EMBARGO      97 

with  a  view  to  reexport  to  the  United  States  doubtless 
accounted  for  a  part  of  this.  But  the  opening  of  South 
America  manifestly  absorbed  a  large  share. 

On  the  whole,  however,  it  would  appear  that  the  com- 
mercial gains  from  the  embargo  were  fictitious.^  The 
South  American  trade  was  not  a  real  substitute  for  the 
loss  of  Great  Britain's  best  customer.  Yet  it  came 
at  the  psychological  moment  to  stiffen  resistance  to 
Napoleon  and  Jefferson.  A  better  index  of  the  effective- 
ness of  the  embargo  is  afforded  by  manufactures,  espe- 
cially of  cotton,  the  most  characteristic  development  of 
that  industrial  revolution  on  which  British  power  was 
foimded.  Ck)tton  had  been  singled  out  for  the  most 
odious  provision  of  the  Orders  in  Council,  the  nine  pence 
a  pound  reexport  tax,  and  in  cotton,  America  might 
enjoy  her  most  soul-satisfying  retaliation.  To  achieve 
this,  however,  she  must  exercise  patience,  inasmuch  as 
the  British  trade  faced  the  crisis  with  a  considerable 
surplus.*  Moreover,  in  the  event  of  its  long  continu- 
ance, fresh  supplies  were  anticipated  from  Turkey, 
by  land  conveyance  through  Germany,*  an  interesting 
siuvival  of  a  mediaeval  trade  route.  Better  still,  there 
was  a  genuine  shortage  in  France  which  would  cripple 
a  growing  industry.*  And  soimd  British  policy  would 
discourage  any  cotton  export  to  fill  the  gap.^  The  gov- 
ernment even  made  capital  of  the  well  intrenched  posi- 
tion of  the  cotton  trade,  boasting  that  there  were  more 
merchants  in  favor  of  than  opposed  to  the  Orders  in 
Coimcil.*  The  mustard  seed  of  truth  in  this  Utopia  was 
the  rise  in  raw  cotton  which  necessarily  accompanied 
the  cessation  of  supplies.    Dealers  and  manufacturers 

>  Oxie  evidence  of  thii  is  the  increase  of  bankruptcies.  The  number  roae  from  1362 
in  1807  to  1433  in  1808.  and  declined  in  1809  to  1382.  Thomas  Tooke.  Thoughts  and 
Details  on  the  Hich  and  Low  Prices  of  the  Last  Thirty  Years,  Pt.  I,  p.  219. 

*  Hansard's  Parliamentary  Debates.  Ist  Ser..  vol.  z.  p.  1346.  April  8. 1808. 

•  Ibid.,  p.  1347.  •  Ibid.,  p.  1347. 
«  Ibid.,  p.  1349.                                        •  Ibid.,  p.  1349. 
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who  were  well  stocked  would  naturally  support  any 
measure  which  enhanced  prices.^  Those  who  now 
clapped  loudest  would  be  the  first  to  groan  when  the 
pmch  was  real. 

If  cotton  was  the  real  test  of  the  embargo,  its  solution 
would  depend  not  upon  a  few  rich  speculators,  but  upon 
the  prosperity  of  the  rank  and  file.  Here  the  govern- 
ment boast  did  not  long  remain  uncontradicted.  Lord 
Grenville,  a  leader  of  l^e  opposition  forces  in  Parlia- 
ment, twitted  the  optimists  with  their  failure  to  bring 
forward  witnesses  in  support  of  Liverpool  trade  and 
Manchester  manufactures  and  the  activity  of  the 
shipping  industry.  Free  trade,  he  declared,  was  the 
true  solution  of  the  cotton  manufacture,  of  raw  ma- 
terial for  which  British  harbors  would  always  insure 
a  supply.* 

For  reasons  inherent  in  the  entire  industrial  and 
political  conditions  of  America,  the  most  effective  en- 
forcement of  the  embargo  was  in  the  southern  states. 
Hence  cotton  shipments,  even  discounting  a  certain 
leakage  by  the  Amelia  Island  route,  were  really  small.' 
The  consequence  was  a  rapid  inroad  upon  the  British 
siui)lus  of  1807,  with  a  correspondingly  enhanced  respect 
for  the  embargo.^  By  September,  the  initial  supply  was 
mostly  consumed,  and  the  expectation  of  Brazilian 
and  other  sources  demonstrated  to  be  an  illusion.  Not- 
withstanding these  adversities,  Britons  confided  in 
American  avarice  to  break  the  deadlock.  "  This 
country  has  always  considered  the  Americans  so  com- 

1  For  a  bitinc  ntire  upon  this  oomplaccincy,  m«  the  Edmbor^  Reriew,  toL  zhr, 
p.  445.  July.  1800. 

>  HaiMArd'a  Partttmentary  Debate*.  l«t  Scr..  rol.  x,  pp.  134^-1351.  April  8. 180S. 

*  Tbomaa  Tooke.  Tbouchls  and  Detaib  cm  the  Hich  and  Low  Prioea  of  tha  Laat 
Thirtj  Yeaia,  Pt.  I.  p.  105»  ftrea  cotton  importa  into  Great  Britain  aa  balea: 
1807  — 882,6e7.  1806 ->  16S.  138.  1800  —  440,382. 

«  Frankfort,  Ky..  PaUadiuin,  Norenber  17. 1S08«  qooCiiv  Phibddphia.  Oetobcr  S7, 
an  **  Rstract  of  a  lattar  tnok  an  inttllitwt  AoMrieaa  gtnftemaa  in  London  to  hv  friend 
in  thto  city,  datad  SaptanOiar  17.** 
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merdal  and  so  avaricious  that  the  people,  when  two 
crops  are  on  hand,  would  force  their  government  to  per- 
mit the  e3cportation  of  it  on  any  terms."  ^  But  Ameri- 
can docility  under  losses,  a  surprise  to  the  British, 
premised,  if  persisted  in,  *'  a  fair  arrangement  by  the 
next  Spring."  < 

The  diminishing  cotton  supply  was  reflected  in  price 
changes  of  moment,  proportioned  to  supply  and  demand. 
The  accompanying  tables  are,  accordingly,  comple- 
mentary: 

Table  of  Importb  of  Unttbd  States  Cotton  into 
lavsBPOOL,  1806-14* 


1806 100,273  1811 97,626 

1807 143,756  1812 79,628 

1808 25,426  1813 18,640 

1809 130,581  1814 40,448 

1810 109,220 

AysRAGB  Annual  Cotton  Quotationb  fob  thx  Samb  Pnbiod* 

ITi»lMidi  (ehi0i^  AnMrieaii)  Suntt  (Baai  IucBab) 

d.  per  lb.  d.  per  lb. 

1806 181  14J 

1807 14J  13 

1808 22  19i 

1809 20  18i 

1810 151  15 

1811 12J  12 

1812 161  14 

1813 23  17i 

1814 29i  21 

>  TmakfarU  Ky..  PklUufium,  November  17, 1806.  quoting  PhiUMlelpbi*.  October  27, 
•n  "  Eztnct  of  a  letter  from  an  intelligent  American  gentleman  in  London  to  bit  friend 
in  this  city,  dated  September  17." 

«  Ibid. 

*  Am.  Hist.  Review,  vol.  zzi.  No.  2,  January,  1916.  Article  by  O.  W.  Danieb, 
'*  Cotton  Trade  under  the  Embargo,*'  p.  278.  Another  estimate  of  cotton  imports  into 
liverpool  gives  higher  totals,  but  leaves  a  similar  conolunon.  See  Hist.  M88.  Comm. 
Forteseoe  MSa,  p.  261,  January  6,  1809.  Lord  Auckland  to  Lord  GrenviUe,  "  It 
appemn  by  an  account  which  I  received  yesterday  from  Liverpool  that  the  total  import 
of  cotton  wool  into  Great  Britain  for  1807,  was  282,448;  1808,  was  168,138,  of  which 
from  the  United  SUtes  in  1807  was  171.023;  1808.  was  37,672.'*  Thomas  Tooke, 
Thou^ts  and  Details,  etc.,  Pt.  I,  p.  105,  gives  it  168,138  bales,  but  as  a  great  falling  off. 
I  EDison,  The  Cotton  Trade  of  Great  Britain,  p.  245. 


Digitized  byVjOOQlC 


100  QUARTERLY  JOURNAL  OF  ECONOMICS 

The  importation  for  1808  exceeded  that  of  1813  by 
only  a  few  thousand  bags,  and  is  interesting  testimony 
to  the  comparative  efficiency  of  commercial  embargoes 
and  naval  wars.  The  price  of  22d.  quoted  in  1808  is  a 
50  per  cent  rise  over  1807,  and  even  this  is  given  only  as 
an  average.  It  was  a  clear  case,  too,  of  the  effect  of  the 
embargo  as  distinct  from  the  decrees  of  Napoleon,  for 
British  power  kept  open  the  sea  lanes,  and  insured  the 
arrival  of  such  cotton  as  came  on  to  the  world  market. 
Speculation  ran  wild,  and  in  October  cotton  touched 
three  shillings,  and  even  three  shillings  two  pence  a 
pound.^  Manufacturers  disposed  to  keep  open  their 
mills  were  at  the  mercy  of  bulls  in  raw  materials  and 
bears  in  finished  products,  the  market  for  the  latter  be- 
ing overstocked.*  And  over  the  whole  unhealthy  struc- 
ture impended  a  veritable  sword  of  Damocles,  the  ever 
present  possibility  that  the  embargo  might  be  removed. 
Bad  now  for  the  entrepreneiu^;  worse  then  for  the 
speculators. 

Conditions  for  the  workingmen  were  equally  distract- 
ing. Tho  their  budgets  were  less  imposing,  their  prob- 
lem was  not  less  baffling.  They  were  assigned  to  the 
well  known  fourth  dimension  formula:  "  How  can  half 
the  wages  pay  twice  the  prices  ?  "  Despairing  of  a 
solution,  they  humbly  informed  Parliament  that  they 
"  are  brought  t<)  great  distress  by  the  reduction  of  their 
wages,  and  that  they  do  not  obtain,  upon  a  fair  average, 
more  than  one  half  the  wages  for  their  labour,  which 
they  were  paid  in  the  year  1792,  although  since  that 
f)eTiod,  the  charges  for  food,  house-rent,  firing,  and 
other  articles,  are  nearly  doubled,  and  daily  on  the  in- 
crease." *    To  relieve  this  sad  condition,  Parliament 

I  "  Extract  of  a  l^t«r,  datMi  Urcfpool,  October  S.**  tirtn  in  the  F^makfOrt,  Ky^ 
FUladium.  f<tr  JaauMT  1%  l^tNt 

>  ib«a. 

•  JonHMli  of  tiM  Hom^  of  OoMMom,  Tot  M.  p.  «5  (a).  Febnniy  M,  UOO. 
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was  urged  to  fix  a  higher  wage  rate  for  cotton  weaving.^ 
Tension  in  the  cotton  industry  diminished  with  the 
increasing  importations  during  1809,  and  business 
i^proached  its  norm.* 

In  the  linen  industry,  conditions  were  more  favorable, 
and  Ireland,  its  headquarters,  seems  to  have  enjoyed  a 
prosperity  comparable  with  that  which  the  Great  War 
just  terminated  has  brought  her.  A  contemporary  chart 
shows  progress  even  in  the  year  of  embargo.' 

Tetf  Yards  oportad 

1805 42,988,621 

1806 43,634,971 

1807 39,049,727 

1808 40,901,442 

1809 43,904,382 

It  is  scarcely  a  measure,  however,  of  embargo  effi- 
ci^icy.  As  r^ards  linen,  America  possessed  no  such 
complete  monopoly  of  raw  material  as  in  the  case  of 
cotton.  The  local  supply  was  nevertheless  inadequate,^ 
and  '*  a  more  general  cultivation  of  flax  and  hemp  was 
urged."  *  Holders  of  linen,  like  those  of  cotton,  enjoyed 
a  sudden  rise  in  values.  Indeed,  the  prosperity  in  the 
industry  was  attributed  in  part  to  "  the  scarcity  of  flax- 
seed arising  from  the  embargo,  and  in  part  to  the  ex- 
portation of  German  linens  having  been  checked."  • 
The  course  of  linen,  however,  exhibited  a  further  differ- 
ence from  that  of  cotton  in  that  for  the  latter  curtailed 
supplies  meant  speculative  profits  but  industrial  im- 

s  Journals  of  the  House  of  Commons,  vol.  64,  p.  96  (b),  February  27, 1809,  gives  a 
nmilar  petition  from  Scotland. 

*  Am.  Hist.  Review,  vol.  xzi.  No.  2,  p.  2S0,  January,  1916.  Article  by  G.  W.  Daniels. 
"Cotton  Trade  under  the  Embargo." 

*  Quarterly  Review,  vol.  i,  p.  427,  May,  1809.'  "  An  account  of  the  quantity  of 
fineo  doth  exported  from  Ireland,  from  the  25th  of  March,  1776,  to  the  6th  of  Janu- 
ary, 1809,  inclusive." 

*  Ibid.,  p.  428.    "  America,  Riga,  and  the  Low  Countries  furnished  flax  seed." 

*  Quarterly  Review,  vol.  i,  p.  427. 

*  Edinburgh  Review,  July,  1809,  vol.  xiv,  pp.  446,  446.  The  article  is  a  satire  on  the 
•opposed  prosperity  of  Irish  linens. 
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rest;  while  with  the  fonner,  it  was  otherwise.  The 
profits  arose,  but  not  their  unpleasant  corollary.  Does 
not  the  American  monopoly  of  cotton  suggest  the  ex- 
planation ?  Ireland  used  our  flax,  but  could  buy  else- 
where; England  used  our  cotton,  and  could  buy  little 
elsewhere. 

The  British  food  situation  under  the  embargo  is  not 
easy  to  determine.  Population  estimates  vary  from  11,- 
769,725  to  17,444,911.1  Privation  for  the  lower  esti- 
mate would  mean  starvation  for  the  higher.  The  annual 
importation  of  wheat  for  the  ten-year  average,  1801- 
10,  was  reckoned  at  600,946  quarters,*  of  which  the 
United  States  f lunished  the  principal  quota.  To  what 
extent  would  the  deprivation  of  this  inconvenience  the 
population  ?  Very  little,  if  we  accept  "  a  very  small 
fraction  above  a  peck  " '  as  the  annual  import  per 
capita.  And  this  might  be  more  than  offset  by  increased 
production  at  home.  Land  enclosures  were  progressing 
at  a  rapid  rate,  and  the  area  under  cultivation  increased 
by  7,350,577  acres  during  the  reign  of  George  III.*  Of 
these,  1,550,010  are  credited  to  the  period  1800-09,  and 
in  the  one  year  1808  ninety-two  bills  of  enclosure  be- 
came law.*  Altogether  one  would  expect  Great  Britain 
at  this  early  date  to  be  almost  self-sufficing.  It  is  some- 
thing of  a  surprise,  therefore,  to  meet  with  earnest  and 
repeated  solicitations  to  Parliament  to  stop  the  whiskey 
business  lest  the  country  be  brought  to  starvation. 

1  See  G.  R.  Porter.  The  Progrees  of  the  Nation,  ed.  by  F.  W.  Hint,  1912,  pp.  17tt» 
177.  For  a  third  eetimate  at  sixteen  and  one  half  millions,  see  Annals  of  Pnmiiwi, 
Tenth  Congress,  Second  Session,  p.  877.  The  lowest  estimate  best  aooords  wttlft  WilEam 
Smart,  Economic  Annals  of  the  Nineteenth  Century,  vol.  i,  p.  138 — who  gires  8370^000 
for  the  year  1803. 

*  For  a  larger  estimate,  see  Journals  of  the  House  of  Commons,  voL  83,  p.  889  (a). 
May  31,  1808  —  770.000  quarters. 

*  Q.  R.  Porter.  The  Progress  of  the  Nation,  ed.  by  F.  W.  Hirst,  1912,  p.  177. 
«  Ibid.,  p.  188. 

*  Thomas  Tooke.  Thoughts  and  Details  on  the  High  and  Low  Prioea  of  tko  LmI 
Thirty  Years,  Pt  III,  p.  129. 
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Thiere  was,  nevertheless,  sufficient  ground  to  appre- 
bend  a  food  shortage,  the  more  so  in  view  of  the  diffi- 
culty of  covering  it  by  importations  ^  from  either  the 
Gcmtinent  or  America.  The  crop  of  1807  left  no  surplus 
to  tide  over  the  wretched  harvest  of  1808,  which  was 
ruined  by  phenomenal  heat  followed  by  wet,  stormy 
weather.'  And  if  widespread  destitution  was  to  be 
avoided,  restrictions  upon  the  distilleries  were  only  a 
matter  of  reasonable  caution.' 

Western  Scotland  was  especially  urgent  in  pointing 
to  restrictions  upon  distilleries  as  the  one  sure  relief 
from  distress.^  Parliament  was  reminded  that  Paisley 
and  the  neighboring  towns  of  Renfrew  depended  upon 
outside  supplies  the  greater  part  of  the  year.*  Similar 
petitions  from  Dumbarton  and  Kilmarnock  alleged  that 
grain  prices  were  rising  unconsciously  from  a  scarcity  of 
oats  and  barley,  '^  so  that  unless  the  consimiption  by 
Distillation  ceases  for  a  limited  time,  the  most  alarming 
consequences  are  to  be  apprehended."  * 

Temperance  was  not  permitted  to  cloud  the  issue, 
because  in  the  joint  interest  of  British  distillers  and 
West  India  planters,  energy  released  from  grain  and 
malt  liquors  was  to  be  transferred  to  rum.^  The  chief 
opposition  to  grain  economy  came,  therefore,  not  from 
the  powerful  brewing  and  distillery  barons,  but  from  the 

1  lliaaiM  Tooke,  Thousfata  and  DeUils  of  the  High  and  Low  Prices  of  the  Last 
TUrty  Years,  Pt.  Ill,  p.  181.  To  dte  the  ease  of  wheat  and  flour  only,  exports  in- 
cveaaed  from  24,365  quarters  in  1807  to  77,567  in  1808,  while  imports  fell  from  400,750 
<|iiartcfs  to  81,466. 

*  Ibid.,  Ft.  in,  p.  68.    Also  ibid.,  Pt.  I,  p.  105. 
»  Ibid.,  Pt.  I.  p.  216,  and  Pt.  IH.  p.  177. 

«  Thomas  Tooke,  A  History  of  Prices  and  of  the  State  of  Circulation  from  1793  to 
1837,  ToL  i.  p.  267,  shows  that  the  1807  wheat  crop  was  poorer  in  Scotland  than  in 
En^aad  or  Wales. 

*  Jouraab  of  the  House  of  Conunons,  vol.  63,  p.  386,  May  31,  1808. 

*  Ibid.,  ToL  63,  p.  418  (b),  June  10,  1808,  from  Dumbarton;  and  ibid.,  p.  394. 

'  Ibid.,  ToL  63.  p.  394  (b),  June  1,  1808.  See  also  Thomas  Tooke.  Thoughts  and 
Details,  etc..  Pt  HI,  p.  68. 
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landed  interest.*  The  quarrel  lay  between  town  mouse 
and  country  mouse.  And  the  squires  brought  forth  the 
rather  ingenious  sophistry  that  wasteful  consumption 
was  the  surest  stimulus  to  adequate  production.  They 
trembled  for  their  country  when  they  thought  of  "  the 
dangerous  effect  which  this  measure  must  have  in  dis- 
couraging the  growth  of  com;  being  likewise  fully  con- 
vinced that  the  best  resource  against  a  future  scarcity 
consists  in  encouraging  the  distillation  of  com."  * 

Wiseacres  beheld  in  the  grain  restrictions  a  return  to 
the  type  of  government  interference  which  the  philos- 
ophy of  Adam  Smith  was  supposed  to  have  discredited 
once  and  for  all.  They  rose  to  denounce  this  flagrant 
violation  of  laissezrfaire.  Their  argument  was  simple: 
If  the  price  of  grain  rose  so  little  as  not  to  prevent  the 
distiller  from  using  it,  there  was  evidently  a  very  slight 
degree  of  scarcity.  The  moment  when  the  interest  of 
the  coimtry  required  a  stoppage  of  the  com  distillery, 
and  the  moment  when  the  distillers'  own  interest  would 
have  stopped  it,  must  coincide  very  nearly.*  They  con- 
demned as  "  vague  and  gratuitous  "  the  assertion  that 
barley  was  dear,  defying  any  one  to  know  when  it  was 
really  so.  "  The  price  has  advanced  no  doubt;  but  if 
the  supply  is  contracted,  ought  it  not  to  advance?"* 
They  admitted  that  the  worst  consequences  of  govern- 
ment action  would  not  develop  because  confidence  in  the 
power  of  landowners  to  repeal  the  law  would  encourage 
fanners  to  their  usual  planting. 

Permanently  to  exclude  grain  from  the  distilleries 
would  breed  disaster,  because  its  production  would  di- 
minish by  precisely,  or  perhaps  even  more  than,  the  470,- 

1  Edinburgh  Review,  voL  xiii,  p.  399.  January,  1809. 

*  JournalB  of  the  House  of  Commons,  vol.  63,  p.  407  (a),  from  petitiona  submitted 
by  Lincolnshire  and  Essex. 

•  Edinburgh  Review,  vol.  ziii,  p.  398,  January,  1809. 
«  Ibid. 
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000  quarters  hitherto  consumed  in  spirits.'  And  at  this 
point  in  the  argument,  China  came  forward  as  the  hor- 
rible example.  With  n^ve  disingenuousness,  Britain's 
prosperity  was  attributed  to  her  luxuries;  China's  indi- 
gence to  her  short  allowance.  "  The  project  of  substi- 
tuting sugar  for  grain  in  our  distilleries  is  calculated  to 
bring  us  nearer  short  allowance  —  nearer  the  wretched 
situation  of  the  Chinese  than  we  hitherto  have  been,  by 
a  quantity  equal  to  the  maintenance  of  300,000  or  400,- 
000  persons.  .  .  .  Hitherto  a  bad  crop  might  prove 
inconvenient  —  henceforth  it  may  be  fatal."  * 

While  the  Edinburgh  Review  was  fulminating  against 
this  sacrilege  to  laissez-faire,  its  more  youthful  rival ' 
defended  a  regulation  which  inflicted  no  injury  upon 
British  farmers,  yet  saved  the  West  India  planters  from 
ruin.*  The  government  itself  took  the  broad  view. 
Tho  committed  to  the  Orders  in  Council,  it  was  not 
blind  to  their  consequences  in  curtailed  supplies  of  food. 
It  had  the  good  sense  to  heed  the  petitions  of  consiuners, 
and  the  restrictions  advocated  finally  became  law. 

When  one  reflects  that  the  food  shortage  of  1808  com- 
pelled a  measure  which  all  the  submarines  in  the  great 
war  just  ended  did  not  effect,  one  feels  a  new  respect 
for  an  embargo  which,  in  conjimction  with  Napoleon's 
measures  on  the  Continent,  could  diminish  British  com, 
grain,  and  meal  imports  from  £920,435  in  1807  to 
£146,119  in  1808,»  and  over  the  protests  of  the  landed 
gentry,  compel  distillers  to  reorganize  the  "  trade." 

*  Edinburgh  Review,  toL  ziii,  p.  300. 
>  Ibid.,  p.  400. 

*  Qaart«rly  Review,  vol.  ii,  pp.  14-18,  August,  1800.  Delay  of  the  article  afforded 
the  advantage  of  a  better  i>er8pective. 

«  Edinburgh  Review,  voL  zii,  p.  05,  shows  that  the  relief  of  the  West  Indies  was 
short-lived. 

*  Journals  of  the  House  of  Commons,  vol.  64,  Appendix  Al,  p.  548.  This  reduo- 
tion  would  seem  due  almost  entirely  to  the  embargo,  Napoleon's  Berlin  Decree  hav- 
ing been  enforced  during  much  of  1807. 
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Cotton  and  foodstuffs  were  not  the  only  hostages  de- 
tained in  America  for  British  good  behavior.  And  the 
following  tables  show  beyond  peradventure  the  pinch  in 
Britain,  and  the  self-restraint  of  America. 

As  previously  indicated,  however,  this  serious  loss  in 
the  export  trade  to  America  was  largely  compensated 
for  elsewhere,  as  the  following  table  shows:  ^ 

Ezporto  to 
Export*  to      Exports  to    Eqxnisto   Export*  to    America,  exda- 
Teur        Europe  Africa  Abia  U.8^       nTeofn.aA.        Total 

1806  £11,363.635    £1.163.744    £2.937.895   £12,389.488   £10.877.968    £38.732.730 

1807  9.002.237  765.468      3.359.226       11,846.613      10.499.423      35.412.867 

1808  9.016.033  633.125      3.524.823         5.241.739       16.591.871      85.007.501 

The  table  of  imports,  representing  a  decline  of  £4,- 
779,424  (real  value)  in  the  year  of  embargo,  is  impres- 
sive testimony  to  the  determination  of  the  American 
executive.  But  gains  in  other  directions  enabled  the 
British  customs  to  close  the  year  with  a  net  loss  of  im- 
ports, from  Europe,  Africa,  and  America,  of  only  £1,- 
668,633.*  This  slight  effect  upon  British  total  unports, 
amoimting  to  less  than  7  per  cent  all  told,  really  explains 
the  failure  of  the  embargo.  Couple  this  with  a  net  loss 
of  only  £405,276  in  exports  out  of  a  total  trade  amount- 
ing to  more  than  £35,000,000,  and  the  stability  of  Brit- 
ish commerce  is  evident.  It  is  not  easy  to  see  how  even 
a  total  cessation  of  American  exports,  an  ideal  never 
attainable  in  a  fallen  and  smuggling  world,'  could  have 

>  G.  R.  Porter.  The  Procreae  of  the  Nation,  ed.  by  F.  W.  Bust,  1912,  p.  479. 

*  Journals  of  the  House  of  Commona,  vol.  64,  p.  549.  and  p.  64.  for  a  more  gaoenl 
ehart  of  imports  from  Europe,  Africa,  and  America.  The  totab  for  the  yean  1807, 
1808.  and  1809  w^re  £25.089.136,  £25,453.149.  and  £23.784.516  reqpeotively.  For  an 
interesting  chart  of  timber  imports,  see  G.  R.  Porter.  The  Profiees  of  the  Nation,  ed. 
by  F.  W.  Hirst,  1912.  p.  425. 

*  Hist.  MSS.  Comm.  Fortescue  MSS.  N.  Vanaittart  to  Lord  Auckland,  eneloauie  in 
a  letter  to  Lord  Grenville  of  June  24.  p.  207.  "  He  [Irvine]  afterwards  mentioned  that 
for  some  weeks  past,  trade  had  begun  to  be  more  brisk  than  it  had  been;  andthatinpar- 
tieular  very  large  shipments  were  makinc  to  America  by  okl  and  established  hoosea.  He 
however,  believed  they  cleared  out  for  Nova  Scotia,  and  not  for  the  United  Statea; 
which  circumstance  confirms  what  we  have  seen  in  the  American  papers  raqMOting  tha 
great  smuggling  in  the  Bay  of  Fundy."  See  also  the  life  and  CoRespondenoe  of  Rufte 
King.  ToL  V,  p.  144,  for  the  same  idea. 
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achieved  its  object.  American  products  were  needed. 
They  were  essential  to  the  orderly  progress  and  expan- 
sion of  British  industry.  Their  absence  worked  hard- 
ship in  various  industries,  and  raised  the  price  of  food 
to  the  toiler.  Yet  Great  Britain  somehow  "  carried  on." 
Even  the  fresh  reso\u*ces  of  a  new  continent  could  not 
assure  to  America  monopoly  control  against  a  power 
whose  flag  sailed  every  sea.^ 

The  embargo  was,  however,  a  two-edged  sword,  and 
if  the  thrust  was  slightly  weak,  the  parry  proved  the 
master.  Vast  speculations  in  South  America  and  huge 
smuggling  operations  in  Canada  but  ill  concealed  the 
fact  that  American  isolation  barred  Great  Britain  from 
her  richest  export  market,  and  upset  the  balance  of  trade 
in  a  manner  disconcerting.  Goods,  British  and  Irish,  to 
the  value  of  £12,389,488  entered  America  in  1806.  A 
slight  falling  off  was  apparent  in  the  following  year. 
But  in  1808  the  exports  shrunk  to  $5,241,739,  appalling 
tribute  to  the  embargo  as  an  engine  of  commercial 
wrath.  Nor  was  the  recovery  to  £7,258,500  in  1809 
wholly  satisfying,*  not  least  among  the  embarrassments 
of  the  period  being  the  dislocation  of  foreign  exchange, 
a  condition  for  which  the  embargo,  if  not  wholly,  was  at 
least  partially  responsible. 

American  commerce  had  long  been  the  mainstay  of 
British  foreign  exchange.  Under  normal  conditions,  the 
direct  American  trade  supplied  Great  Britain  with  cot- 
ton, Imnber,  flax,  and  tobacco.    But  America  was  still 

1  Hist.  MSS.  Comm.  Fortescue  MSS..  p.  223.  Lord  Auoldand  to  Lord  Grenville, 
October  10,  1808.  "  The  East  and  West  India  importations  have  certainly  been  very 
creat;  but  the  warehouses  are  filled  to  the  brim,  and  the  duties,  therefore,  are  not 
received.** 

*  G.  R.  Porter,  The  Procress  of  the  Nation,  ed.  by  F.  W.  Hirst.  1912,  p.  479.  But 
see  Jounials  of  the  House  of  Commons,  vol.  64,  Appendix  A,  p.  648,  for  totals  of  1807, 
£12,865.551;  1808.  £12,097.942;  1809.  £5.302.866;  and  Hist.  MSS.  Comm.  Fortesooe 
MSS..  February  15. 1809.  p.  279.  where  loss  of  exports  is  given  as  £6,000,000. 

Imports,    1,551,000. 


£7.551,000. 
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more  important  as  a  market,  and  the  balance  of  trade 
was  high  in  favor  of  Great  Britain.    The  contrary  waa 
true  on  the  Continent.    It,  too,  looked  to  America  for 
raw  materials  and  staples,  but  had  never  secured  the 
American  market  in  turn.    The  reasons  for  this  are  well 
known.     Colonial  America  had  been  a  British  trade 
monopoly,  and  ignorance  of  the  importance  of  the  mar- 
ket, unfamiliarity  with  American  tastes  and  demands, 
and  preoccupation  with  a  political  turmoil  ever  since 
1789,  had  debarred  Continental  Europe  from  any  real 
American  foothold.    The  consequences  of  this  for  the 
balance  of  trade  and  foreign  exchange  were  that  Great 
Britain,  with  a  margin  of  sales  to  America,  drew  for  pay- 
ment upon  American  debtors  on  the  Continent,  adjust- 
ing the  balance  by  only  a  slight  transfer  of  gold.    To 
disturb  this  balance  would  mean  the  outward  move- 
ment  of  gold.   Precisely  this  happened,  and  at  a  time  of 
unprecedented  financial  stress,  the  operations  of  the 
exchequer  were  hampered  by  a  rise  in  gold  from  a  normal 
of  808.  an  ounce  in  1807  to  9l8.  m  1809 ;  97«.  64.  m  1811 ; 
105s.  in  1812;  and  110s.  in  1813.^   So  serious  a  rise  in  the 
price  of  gold  exercised  of  necessity  a  disturbing  influence 
upon  wage  and  commodity  prices,  and  brought  home  to 
the  working  man,  indirectly  it  may  be  admitted,  the 
evils  of  the  embargo,  and  of  the  abnormal  conmierdaL 
relations  which  succeeded  it. 

The  export  and  import  tables  cited  in  this  article 
were  oflficially  printed,  and  common  property.  Nor  was. 
their  significance  ignored.  A  modem  statistician  esti- 
mates that  from  1805  to  1807  inclusive,  America  ab- 
sorbed nearly  one  third  of  British  exports.*  A  trade  of 
such  magnitude  interested  the  entire  nation,  and  ita 
peril  furnished  ammunition  to  the  leaders  of  the  opposi- 

>  G.  R.  Porter.  The  ProgreM  of  Um  Nation,  ed.  by  P.  W.  Wni,  1012,  p.  400. 
*  Ibid.,  p.  407. 
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tioiiy  eager  to  ''  convince  his  majesty's  ministers  of  the 
ruinous  tendency  "  of  the  Orders  in  Coxmcil.*  Individ- 
ual quarters  were  compared  unfavorably  with  those  of 
the  year  preceding;  *  reduced  imports  were  traced  to 
their  source  in  the  Orders  in  Coxmcil;  *  and  diminishing 
exports,  bad  tho  their  showing,  were  declared  to  be 
short  of  the  whole  truth,  since  Ireland  and  Scotland 
were  omitted  —  "  giving  them,  therefore,  a  proportion- 
ate share,  the  diminution  of  our  commerce  may  fairly 
be  estimated  at  £14,000,000." «  By  the  opposition, 
at  any  rate,  most  evils  of  the  day  were  attributed  to  the 
Orders,  such  responsibility  for  them  as  belonged  to  the 
Decrees  being  ignored.  Nor  was  it  sufficiently  consoling 
that  America  suffered  also,^  tho  the  vulgar  might  find 
amusement  in  figure  juggling  as  to  the  $48,000,000  sup- 
posed American  damage.* 

^th  estimates  of  loss  running  as  high  as  £14,000,000, 
it  is  apparent  that  the  pressure  of  the  embargo  was  seri- 
ous. Indeed,  in  the  view  of  some,  only  a  series  of  for- 
tuitous circumstances  averted  an  actual  catastrophe. 
"  We  allude  to  the  opening  of  Spain  and  Portugal,  and 
our  military  expeditions  in  these  coimtries  —  the  strug- 
gle made  by  Sweden,  and  the  increased  communication 
with  Brazil  and  Spanish  America  —  not  to  mention  the 
fact  that  the  year  which  gives  this  amount  of  loss 
comprehends  the  period  when  shipments  were  made  on 
both  sides,  before  the  operation  of  the  embargo,  and 
when  hazards  were  run  by  neutral  adventurers,  upon 
the  presumption  that  neither  of  the  regulations  would 

>  Hansard's  Parliamentazy  Debates,  1st  Ser.,  voL  id,  p.  708,  May  30.  1808.  See 
slso  Hist  MSS.  Comm.     Forteseue  MSS..  p.  302.  April  14, 1809. 

>  Ibid.,  p.  707,  May  30, 1808. 

>  Ibid.,  p.  1129.  July  1, 1808. 

*  Ibid..  Isi.  Ser..  voL  zi,  p.  780.  February  17.  1809.  See  also  Edinburgh  Reriew, 
ToL  ziT.  p.  450,  July,  1809. 

*  Ibid.,p.708. 

*  Annual  Recister,  1808,  pp.  85.  86,  quoting  from  a  New  York  paper. 
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be  enforced  as  they  actually  were.  Had  it  not  been  for 
these  circumstances,  our  loss  of  trade  in  consequence 
of  the  Orders  would  probably  have  been  more  than 
double  what  it  actually  was;  and  this  boasted  cure  for 
o\u*  commercial  embarrassments  would,  in  all  proba- 
bility, have  reduced  our  whole  foreign  trade  to  a  little 
wretched  smuggling  in  Europe  and  America."  ^ 

Thus  British  testimony  bears  witness  to  the  hardships 
imposed  by  the  embargo.  The  demoralization  of  the 
cotton  industry  and  the  desperate  meas\u*es  to  conserve 
the  food  supply  are  themselves  suflBcient  proof  that  the 
embargo  menaced  the  entire  economic  balance.  Yet  the 
embargo  wholly  failed  in  its  political  purpose.  The 
Orders  in  Council,  against  which  it  was  aimed,  remained 
in  force.  How  near  it  came  to  achieving  its  end  can 
never  be  known.  The  precise  degree  of  economic  pres- 
sure equal  to  conquering  a  proud  people  defies  calcula- 
tion; and  the  ability  of  any  single  nation  to  impose  that 
pressure  upon  the  mistress  of  the  seas  might  well  be 
doubted.  Certainly  no  nation  should  have  anticipated 
results  so  gigantic  within  one  year,  and  the  embargo 
expired  in  March,  1809.  Tho  conditions  in  England 
warranted  a  continuation  of  the  experiment,  America 
lacked  resolution  to  pursue  it  further. 

Many  factors  contributed  to  this,  not  least  of  which 
was  the  psychological.  The  embargo  was  too  negative. 
The  British  blockade  of  Europe  was,  in  contrast,  posi- 
tive. Britain's  clutch  upon  Napoleon  was  not  a  mere 
refusal  to  ship  goods  to  his  coast.  It  was  the  will  and 
the  power  to  prevent  others  from  doing  so,  either. 
America  in  the  nature  of  things  was  unprepared  to  take 
similar  action  against  Great  Britain.  Limited  to  a  pas- 
sive r61e,  she  played  it  with  tolerable  eflBciency,  but 
gave  it  too  brief  a  trial.    Britain's  more  active  blockade 

I  EdiBbuitb  Reriew.  tqL  xk.  p.  480.  J«ly.  1800. 
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required  five  years  to  produce  results.  These  came  at 
length  with  the  general  uprising  of  a  starving  Europe. 
The  ''  Battle  of  the  Nations  "  testified  to  the  groaning 
of  the  poeples  xmder  an  economic  yoke  almost  as  galling 
as  Napoleon's  open  tyranny. 

Moreover,  the  British  blockade  of  Europe  was  openly 
bellig^^nt.  It  enlisted  the  good  will  of  the  nation  in  a 
fight  for  existence.  For  this,  no  sacrifice  would  be  too 
great.  For  America,  the  contrary  held  true.  Self- 
denial  is  heroic,  but  xmdramatic.  To  ruin  oneself  might 
starve  the  enemy,  but  his  injiuies  were  to  be  imagined; 
one's  own  were  real.  America  played  blindfold,  and  the 
game  lacked  spirit.  Besides,  there  were  none  of  the 
prizes  of  aggressive  action,  no  growing  merchant  marine 
to  warm  the  dried  veins  of  rich  old  merchants,  no  naval 
heroes  "  of  Baltic  and  of  Nile  "  to  stir  the  pulse  of 
youth. 

It  is  pleasant  to  turn  from  the  more  sordid  aspects  of 
Orders  and  embargo  to  the  virtues  they  called  forth. 
On  either  side,  the  really  noteworthy  feature  of  the  em- 
bargo is  its  spiritual  contribution.  The  dogged  resolu- 
tion of  England,  firm  to  endure  all  things,  even  imto  the 
end ;  the  idealism  of  America,  willing  to  follow  Jefferson 
in  a  grand  experiment  for  securing  the  honor  and  dignity 
of  his  coimtry  without  the  blood  cost  of  war,  shine  from 
out  the  mistakes  and  miseries  of  the  times  as  two 
Anglo-Saxon  traits  of  enduring  greatness. 

Louis  Martin  Sears. 

Chicago,  III. 
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A  DIVISION  AMONG  THEORISTS  IN  THEIR 
ANALYSIS  OF  PROFITS 

SUMMARY 

The  classical  economists  regarded  tniniTnnin  profits  as  an  element  in 
cost  of  production,  115.  —  Walker's  rent  theory,  118.  —  Similar  views 
by  other  Americans,  119.  —  By  Europeans,  121.  —  Profits  regarded  as 
wages  of  labor  by  still  others,  123.  —  Distinction  needed  betwe^i  earned 
efficiency  profits  and  unearned  scarcity  profits,  127.  —  Efficiency  pn^ts 
recognized  by  the  law,  128.  —  Patents,  trade  secrets,  invention,  129.  — 
Judgment  and  risk-taking,  133. — Surplus  or  scarcity  profits  differ  from 
efficiency  profits,  134.  —  Are  not  an  element  of  cost,  135.  —  Defects  of 
the  labor  theory,  136. 

Among  the  various  theories  which  attempt  to  explain 
the  origin  of  profits,  a  small  number  still  occupy  secure 
positions  in  economic  thought.  The  risk  concept  is 
familiar  to  all  advanced  students  of  economics;  and  the 
surplus  theory  of  profit,  as  an  excess  above  cost  of  pro- 
duction, constitutes  an  almost  indispensable  part  of  any 
thoro  discussion  of  the  entrepreneur's  income.  At  th« 
same  time,  the  rent  theory  of  profits,  which  explains 
the  origin  of  this  income  as  a  mere  differential  return 
above  a  no-profit  margin,  has  done  much  to  empha- 
size the  similarities  between  all  shares  in  production* 
Finally,  the  labor  theory  by  a  simple  method  represents 
the  entrepreneur's  residual  returns  as  massed  into  a 
single,  but  complex  product,  with  many  peculiarities. 
Other  doctrines,  of  minor  importance,  present  a  variety 
of  views  which  run  the  entire  gamut  of  notions  from  the 
surplus  concept,  on  the  one  side,  to  the  labor  theory  on 
the  other;  and  it  is,  therefore,  plain  that  in  tracing 
the  irreconcilable  division  between  the  devotees  of  these 

114 
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last  two  theories,  the  description  finally  given  here  of  a 
pure  eflSdency  profit,^  derived  from  a  reduction  of  costs, 
does  not  break  entirely  with  the  traditions  of  economic 
science. 

The  classical  economists  seldom  failed  to  maintain 
that  profits  entered  into  the  cost  of  production.  Adam 
Smith's  explanation  of  the  natiLre  and  source  of  such  re- 
turns was  ultimately  based,  it  is  true,  on  the  produc- 
tivity of  labor.  Nevertheless,  profits  were  regarded  as 
really  a  payment  for  the  risk  taken  and  the  services 
performed  by  the  entrepreneur  in  production.*  David 
Ricardo,  however,  did  not  consider  profits  to  be  a  deduc- 
tion from  wages,  but  a  surplus  above  the  return  of  labor, 
which  compensated  the  employer  for  the  usual  risk  and 
trouble  encountered  in  employing  capital  productively; 
and  as  such  they  were  regarded  as  forming  necessary 
costs  of  production.*  "  Mr.  Malthus  appears  to  think," 
said  Ricardo  in  reply  to  that  writer,  "  that  it  is  a  part  of 
my  doctrine,that  the  cost  and  value  of  a  thing  should  be 
the  same  —  it  is,  if  he  means  by  cost,  'cost  of  produc- 
tion '  including  profits.''  *  Fortunately,  this  statement 
has  set  at  rest  any  doubt  as  to  Ricardo's  classification  of 
profits;  and  without  this,  the  interpretation  of  the 
younger  Mill  would  be  less  clear.  The  latter  adopted  in 
particular  the  point  of  view  of  Adam  Smith  that  "  The 
cause  of  profit  is  that  labour  produces  more  than  is  re- 
quired for  its  support."  In  this  respect  Mill  is  plain: 
"  If  the  labourers  of  the  coimtry,  collectively,  produce 
20  per  cent  more  than  their  wages,  profits  will  be  20  per 
cent,  whatever  prices  may  or  may  not  be."  *   But  Mill, 

^  For  A  descr^rtion  of  this  theory  see  the  American  Eoonomio  Reyiew  for  June,  10 18. 

*  Smith,  Wealth  of  Nations.  Bk.  I,  chap,  vi,  pp.  50,  66. 

>  Bieardo,  Principles  of  Political  Economy,  ch.  iv,  section  33,  p.  68;  sections  43, 44, 
pp.  07, 00. 101. 

*  Ihid.,  section  6,  p.  30.  note. 

*  J.  8.  Blill,  Political  Economy,  Bk.  II,  chap,  zr,  section  5. 
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like  RicardOy  appreciated  the  importance  of  the  entre- 
preneur's sacrifices  and,  therefore,  represented  the  risk- 
taking  function  as  in  a  large  measure  the  basis  of  a 
minimum  profit  —  an  adequate  compensation  for ''  some 
additional  risk  "  over  that  incurred  upon  idle  capital^ 
By  all  three  writers,  profits  were  treated  as  essentially 
a  cost  element  in  the  necessary  or  natiuul  price  of  a 
conmiodity.  To  Smith,  a  minimum  profit  was  the 
lowest  ordinary  profit,  which  "  must  always  be  some- 
thing more  than  what  is  sufficient  to  compensate  the 
occasional  losses  to  which  every  employer  of  stock  is 
exposed."  *  And  Mill's  "  minimum  rate  of  profit,"  by 
including  interest  and  insurance  against  risk,  resembles 
very  closely  Smith's  "  lowest  ordinary  rate  of  profit." 
Mill  separates  gross  profits  into  interest,  wages  of 
superintendence,  and  compensation  for  risk;  •  but  these 
also  constitute  a  minimum  profit  which  he  treats  as  a 
part  of  necessary  price:  "  The  cost  of  production,  to- 
gether with  the  ordinary  profit,"  says  Mill,  "  may  there- 
fore be  called  the  necessary  price,  or  value  of  all  things 
made  by  labor  and  capital."  *  But  where  conunodities 
can  be  made  in  indefinite  quantities,  this  ordinary  profit, 
or  *'  this  necessary  value,  the  minimum  with  which  the 
producer  will  be  content,  is  also,  if  competition  is  free 
and  active,  the  maximum  which  they  can  expect." 
Now,  as  in  the  general  trend  of  his  discussion.  Mill 
makes  cost  of  production  equivalent  to  "  necessary 
price,"  it  is  but  logical  that  minimum  profit  should  be 
regarded  as  a  constituent  part  of  the  cost  of  production. 
Here  again,  Mill  was  building  on  the  work  of  Smith ' 

>  J.  S.  Mill.  Principles  of  Political  Economy,  Bk.  IV,  ohap.  iv,  section  3,  p.  441;  see 
also  Bk.  II,  chap,  zv,  section  2. 

*  Wealth  of  Nations,  Bk.  I,  chap,  ix,  pp.  75.  76. 

*  Principlee  of  Political  Economy,  Bk.  II.  chap.  zv.  sections  1,  2. 

*  Ibid..  Bk.  III.  chap,  iii,  section  I. 

*  Wealth  of  Nationt,  ohap.  viL 
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and  Ricardoy^  who  had  aheady  established  the  concept 
of  a  natural  price.  And  Mill  has  acknowledged  that 
"  Adam  Smith  and  Ricardo  have  called  that  value  of  a 
thing  which  is  proportioned  to  its  cost  of  production,  its 
Natural  Value  (or  its  Natural  Price).  Tliey  meant  by 
this,  the  ix>int  about  which  the  value  oscillates,  and  to 
which  it  always  tends  to  return."  * 

Altho  the  English  writers  of  this  period  differed 
widely  in  their  views  of  the  origin  of  profit,  our  interest 
lies  chiefly  in  the  fact  that  Smith,  Ricardo,  and  J.  S. 
Mill  were  firm  in  their  belief  that  minimum  profits,  at 
least,  entered  into  natural  price  as  a  cost  of  production. 
By  all  three,  profits  were  regarded  as  a  surplus  to  which 
the  employer  was  entitled  because  of  the  trouble,  risk, 
abstinence,  labor  of  inspection  or  expense,  which  he 
assumed  in  the  process  of  production.*  At  the  time 
when  these  men  wrote,  the  right  of  contract  was  not  so 
fully  developed  and  there  was  less  restraint  upon  trade 
than  there  is  today.  In  the  absence  of  complex  indus- 
trial conditions,  these  economists  were  able  to  deter- 
mine the  exact  location  of  the  normal  competitive  plane 
which  forms  the  natural  dividing  line  between  eflBciency 
profits,  on  the  one  side,  and  scarcity  surpluses  including 
inchoate  rent  on  the  other.  At  least,  to  them  profits 
were  a  part  of  the  cost  of  production,  rent  a  surplus 
above  it.  Of  great  pertinency  is  this  fact  to  any  present 
theory  of  profits.*    From  this  simple  idea  of  a  normal 

>  P<^tical  Economy,  chap,  iv,  pp.  65,  60;  chap,  vi,  p.  07. 

*  Moreover,  this  normal  value  was  supposed  to  make  its  appearance  under  a  state  of 
stable  equilibrium;  for  the  chapter  is  closed  in  these  words:  "  but  the  condition  of 
gtabU  equilibrium  is  when  things  exchange  for  each  other  according  to  their  cost 
of  production,  or,  in  the  expression  we  have  used,  when  things  are  at  their  Natural 
Value."     Ibid.,  Bk.  Ill,  chap,  iii,  section  2. 

*  Smith,  Wealth  of  Nations,  Bk.  I,  chap,  vi,  p.  24;  Bk.  I,  chap.  x.  pp.  50,  51; 
Ricardo,  Principles  of  Political  Economy  (Conner's  ed.),  pp.  68, 07, 101;  Mill,  Political 
Economy,  Bk.  II,  chap,  xv,  sections  1,  2;  Essays,  pp.  107, 108. 

*  See  also  Caimes,  Some  Treading  Principles  of  Political  Economy,  chap,  iii,  section  3 ; 
Bagehot,  Economic  Studies,  p.  107;  Rogers,  Political  Economy,  p.  130. 
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competitive  line,  which  included  profits  in  costs  of  pro- 
duction, have  run  many  divergent  views;  but  in  assum- 
ing the  task  of  unraveling  this  tangled  web  of  econoifdc 
theory,  we  shall  always  bear  in  mind  the  location  of  this 
point  of  normal  value. 

President  Walker  was  one  of  the  first  of  the  surplus 
theorists  to  divert  attention  from  this  classical  theory 
of  a  minimiun  profit;  and  it  was  exactly  at  the  point  of 
normal  value,  or  natiual  price,  that  he  constructed  his 
first  serious  change  in  the  established  profit  theory. 
Stated  concisely,  this  noted  writer  expressly  rejects  the 
idea  of  a  minimum  profit  as  a  cost  of  production  at 
the  margin.  By  presenting  the  important  concept  of  a 
price-determining  no-profit  margin  for  which  all  profits 
are  measiu^d  as  differentials,  he  laid  the  foundation  for 
endless  confusion  among  economists.  This  no-profit 
margin  forms  the  pivot  upon  which  his  theory  of  dis- 
tribution turns.  From  it  upwards  in  constantly  inci^eas- 
ing  sums,  the  entrepreneiu^'s  returns  finally  amount  to 
tremendous  proportions.  Consequently,  this  startling 
innovation  led  to  the  logical  conclusion  that  profits  are 
practically  of  the  nature  of  rent,  and  not  a  part  of  the 
cost  of  production.  Precisely  as  land  rent  is  represented 
as  a  price-determined  increment  above  costs,  so  the 
entrepreneur's  profits  are  described  as  surpluses  meas- 
lu-ed  from  the  price-determining  margin  of  production.* 
And,  therefore,  such  profits  would,  under  full  and  free 
competition,  not  form  a  part  of  the  price  of  commodities, 
and  are  not  obtained  by  a  deduction  from  wages  It  is 
plainly  apparent  that  Walker's  theory  of  profits  closely 
resembles  the  classical  concept  of  rent;  and  that  he  has 
extended  it  imtil  it  comprehends  what  he  might  have 
termed  "  efficiency  profits."  *    Doubtless  this  theory 

>  Political  Economy,  pp.  239,  250. 

>  The  Wage  QueBtion,  pp.  230,  245. 
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affected  somewhat  the  thought  of  other  economists. 
Especially  may  we  call  attention  to  the  views  of  Presi- 
dent An<bews,  who  expressly  rejected  risk  as  a  ''  reason 
of  profits/'  and  preferred  what  he  has  designated  as  a 
nomenclaturei — ''taking  pure  profits,  or  profits  proper, 
as  the  remuneration  of  special  original  talent  exercised 
in  any  industrial  direction.''  Altho  this  gain,  except  in 
the  case  of  monopoly,  as  he  explains,  ''is  brought  about 
solely  by  better  management  than  the  poorest  which, 
still  continues,"  he  concedes  Walker's  argument,  never- 
theless, by  saying  that  piLre  profits  are  governed  by  a 
law  analogous  to  rent  and  that "  neither  enters  into  the 
price  of  products,  nor  lowers  or  any  wise  antagonizes 
wages."  Finally,  he  differentiates  gains  of  opportunity 
due  simply  to  mere  chance  from  what  he  calls  profits  of 
opportunity  in  trade  "  created  by  natural  ability  fimc- 
tioning  in  purely  economic  wajns."  That  is,  profits,  as 
he  has  described  th^n,  are  said  to  vary  mainly  with  abil- 
ity, partly  with  opportiuiity.*  While  Walker's  method 
(rf  exposition  is  full  and  elaborate  and  his  ideas  are 
clearly  expressed,  the  smaller  work  left  to  us  by  Pres- 
ident Andrews  is  very  compact,  the  thought  is  some- 
what condensed,  and  his  meaning  is  not  always  easily 
deciphered.  Yet  it  is  none  the  less  plain  that  these  two 
authors  were  not  far  apart  in  their  conception  of  a  rent 
theory  of  profits. 

That  this  siUTplus  concept  of  profits  has  become  firmly 
rooted  in  American  economic  theory  may  be  drawn  from 
various  excerpts.  In  a  recent  book  of  a  widely  known 
author,  "  profits  are  a  result  of  fluctuations  in  mar- 
ket value  and  would  not  exist  in  a  state  of  normal  equi- 
librium." And  imder  the  same  conditions,  "  Gross 
profits  must  include  interest  and  wages.  But  there 
would  be  no  net  profits,  or  surplus  profits,  or  profits  in 

1  E.  B.  AAdrewB,  Institutes  of  Eksonomios,  pp.  185-189. 
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the  real  sense  of  the  word."   Certain  it  is  that  Professor 
Seligman  does  not  give  recognition  in  his  text-book  to 
those  profits  of  efficiency  which  arise  solely  from  reduced 
costs  of  production  and  do  not  disappear  in  a  normal 
state  of  equilibriimi.^  Quite  in  agreement  with  this  view 
of  Seligman's  is  an  excerpt  from  Seager's  text:   ''  As 
the  above  analysis  suggests,  profits  which  are  not 
monopoly  profits  are  soon  overtaken  and  eliminated  by 
competition.     If  improvements  were  to  cease  profits 
from  this  source  would  soon  cease  also."  *   In  this  group 
may  also  be  included  Professor  J.  B.  Clark,  whose  state- 
ment in  relation  to  profits  is  very  similar:  ''  In  actual 
business,  competition  is  often  sharp  enough  to  prevent 
men  from  getting  more  than  interest  on  their  capital 
and  a  fair  retiun  for  the  labor  they  spend  in  directing 
their  business;    and  pure  theory  here  assumes  that 
competition  is  always  and  everywhere  sharp  enough  to 
do  this."  *    In  a  somewhat  similar  vein  runs  the  con- 
clusion of  Professor  Patten:  "  The  profits  of  which  men- 
tion has  been  made  are  those  of  falling  prices  due  to 
improved  processes.    When  improvements  cease,  these 
also  cease."  *   A.  S.  Johnson  has  made  a  rough  but  use- 
ful distinction  between  the  surplus  concept  of  profits 
and  profits  in  the  business  sense  of  the  term :  ''  A  surplus 
remains  in  the  hands  of  the  enterpriser  after  all  costs 
have  been  met.    This  siuplus  is  known  in  economics  as 
'  pure  profits/  or  more  simply  as  *  profit.'    We  must  be 
careful  to  distinguish  profit  in  this  sense  of  the  term 
from  the  income  kno^^n  as  profit  in  the  language  of 
business.    In  the  latter  sense  profit  often  includes  in- 
terest on  the  enterpriser's  capital  and  wages  for  his 

*  Selicman.  Principles  of  Eooaomios,  pp,  353,  854. 

*  Seager.  Introduction  to  Economics,  p.  182. 

>  Essentials  of  Economic  Theory,  p.  87.  see  also  pp.  116-119;   Politieal 
Quarterly,  vol.  ii.  p.  610. 

«  Patten,  Ttieory  of  Prosperity,  pp.  126, 127. 
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labor.  Profit  in  the  economic  sense  of  the  term  is  not 
essential  to  the  continued  operation  of  an  established 
enterprise.  Profit  in  the  business  sense  of  the  term  is  a 
necessary  income,  since  no  one  would  remain  long  in  a 
business  imless  he  obtained  a  retiun  representing  inter- 
est on  his  capital  and  wages  for  his  labor."  ^  Needless 
to  say,  the  modem  concept  of  a  surplus  profit  main- 
tained in  the  respective  works  of  these  various  authors 
is  a  distinct  and  most  important  departure  from  that 
contained  in  the  writings  of  the  classical  economists. 
There  is  no  more  interesting  contribution  to  modem 
economic  theory  than  this  peculiar  residual  concept  of 
profit.  It  is  f oimded  upon  their  conception  of  the  pres- 
ent dynamic  state  of  industry;  and  the  obvious  harvest 
of  great  imeamed  siupluses  at  the  present  day  goes  far 
in  stressing  their  point  of  view.  Clear  it  is,  that  their 
contribution  to  economics  is  a  most  timely  one. 

Nor  is  this  evolution  of  a  surplus  profit  theory  con- 
fined to  American  writers.  It  has  been  pointed  out  by 
Gide  that  "  Professor  Wabas  employs  a  formula  which 
at  first  seems  astounding,  when  he  declared  that  the 
normal  rate  of  profit  is  zero.  By  this  statement  he  means 
that  upon  the  supposition  of  absolutely  free  competition 
the  price  which  the  entrepreneur  pays  for  productive 
services  (including  his  own)  must  necessarily  be  equal 
to  the  price  for  which  he  sells  the  finished  product; 
profits  must  therefore  be  equal  to  zero."  *  Gide  himself, 
in  an  early  text,  states  postively  that  competition  can- 
not eliminate  profits  "  by  lowering  the  price  of  articles 
to  the  level  of  the  cost  of  production,  for  in  that  case  the 
employer  would  make  no  gains,  and  would  cease  to  pro- 
duce." Between  the  cost  of  production  and  the  selling 
price,  Gide  allows  a  margin  which  represents  minimum 

1  Johnson,  Introduction  to  Economics,  p.  238. 

*  Gide,  Principles  of  Political  Economy,  p.  632.  note. 
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profits  in  the  fdnn  of  producer's  interest,  insurance 
against  risk,  and  wages  for  the  employer's  labor.  How- 
ever, in  a  later  edition,  this  writer  presents  a  more  com- 
prehensive analysis  of  the  entrepreneur's  fimctions 
and,  after  including  such  returns  in  the  costs  of  produc- 
tion, accepts,  almost  unqualifiedly  the  surplus  concept  of 
profits.  Profits  as  a  surplus  are  possible,  it  is  said,  only 
when  the  entrepreneur  is  in  possession  of  some  sort  of 
monopoly  —  "  that  is  to  say,  if  the  entrepreneur  brings 
nothing  on  the  market  except  what  anybody  else  can 
offer,  there  is  no  profit."  ^  Finally,  in  the  native  land 
of  the  classical  economists  has  appeared  the  most 
marked  violation  of  the  orthodox  doctrine;  for  Eng- 
lish authors  are  not  wholly  imanimous  in  their  devotion 
to  the  labor  concept  of  profit.  The  rapid  strides  of 
the  present  industrial  evolution,  the  sudden  dynamic 
changes  of  society  and  the  appearance  of  fabulous 
profits  have  had  their  influence  on  even  the  most  con- 
servative writers.  We  may  select  a  particular  example. 
By  making  the  entrepreneiur  an  idle  speculator  in  town 
sites.  Professor  Nicholson  has  extended  the  sphere  of 
profits  until  it  clearly  includes  land  rent:  *  "  A  specula- 
tor who  has  the  good  luck  (for,  in  general,  there  is  more 
luck  than  skill)  to  hit  upon  the  site  of  a  future  town  has 
simply  to  sit  still."  It  need  hardly  be  repeated  that 
these  various  views  make  profits  analogous  to  the  now 
familiar  unearned  scarcity  increment.  This  phase  of 
profits  is  not  emphasized  in  the  writings  of  the  English 
classical  school;  but  modem  problems  have  forced  it 
upon  us  and  have  served  to  stress  the  importance  of 
this  modem  tendency  in  economic  thought. 

It  would  be  strange,  indeed,  if  so  many  recent  writers 
had  erred  in  the  explanation  of  profits.   The  fact  is,  each 

1  Qide.  Prindplee  of  Politioal  Economy,  compare  pp.  483-485,  ed.  1890,  with  pp. 
830-632.  ed.  1904. 

s  Political  Economy,  vol.  i,  p.  400. 
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is  correct  from  his  point  of  view;  there  is  an  element  of 
tniih  as  he  sees  it.  A  diversified  entrepreneur's  income 
has  permitted  careful  investigation  from  widely  diver- 
g^t  an^es  and  has  allowed  emphasis  to  be  placed  upon 
totally  different  phases  of  so-called  profits.  The  crudest 
analjrsis  reveals  the  existence  of  a  scarcity  siuplus  above 
costs,  which  truly  enough  will  be  gradually  eliminated 
by  competition;  and  which  will,  of  course,  tend  to  dis- 
appear in  a  static  state  of  equilibriiun.  There  is  prob- 
ably no  disagreement  among  economists  on  this  point, 
for  most  writers  will  probably  concede  that  a  pure  value 
surplus  is  truly  an  imeamed  increment.  The  siuplus 
theory  of  profits,  however,  in  the  hands  of  certain 
writers,  has  gradually  assimilated  all  residual  incomes 
of  the  entrepreneur,  except  mere  wages  of  management 
—  the  whole  thus  represented  is  said  to  form  a  market 
surplus  which  does  not  enter  into  costs. 

On  the  other  hand,  the  surplus  concept  of  profit  runs 
counter  to  the  views  of  a  large  group  of  economists,  and 
it  is  evident  to  nimierous  writers  that  the  entrepreneur's 
I)er8onal  disutilities  resemble  very  closely  the  laborer's 
sacrifices.  The  undertaker  is,  therefore,  allowed  as 
profits  little  more  than  a  substantial  and  somewhat 
liberal  wage  of  superintendence  which  is  conceded  to  be 
a  cost  in  production,  tho  it  is  not  always  clear  that  this 
cost  is  price  determining.  Thus,  in  Bullock's  text,  the 
entrepreneur  is  "  an  organizer  and  independent  man- 
ager of  business,"  whose  returns  are  necessary  and 
difiFerential  profits.  All  entrepreneurs  receive  necessary 
profits  which  "  include  interest  on  invested  capital," 
besides  "  the  remuneration  for  the  efforts  and  trouble 
that  employers  incur  in  the  management  of  productive 
enterprises."  The  last  element  —  "  wages  of  superin- 
tendence, resemble  the  wages  of  labor."  ^    Likewise  in 

>  IntrodootioD  to  Eoonomks,  pp.  434,  526;  3d  ed.,  pp.  460,  462. 
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speaking  of  profits  Professor  Fetter  has  said:  "  They 
are  not  subtracted  from  the  gains  of  labor  but  are 
earned,  in  the  same  sense  in  which  the  wages  of  skilled 
labor  are  earned.  So  long  as  some  men  have  better  or- 
ganizing ability  than  others,  have  better  judgment,  are 
better  able  to  take  the  risks,  there  is  reason  to  believe 
that  profits  will  continue."  ^  In  like  manner.  Professor 
Ely  adds  "  wages  of  management,"  at  least,  to  the  cost 
of  production.  Also,  "  minimum  profits  are  necessary 
profits,  the  profits  needed  to  induce  the  entrepreneur  to 
continue  his  productive  work.  In  many  cases  they  can 
be  measured  roughly  by  the  salary  which  the  entre- 
preneur could  get  by  working  for  some  one  else."  * 
Particular  functions  and  costs  of  the  entrepreneur  have 
been  presented  in  a  very  concise  form  by  Professor 
F.  M.  Taylor,  who  finally  concludes  that  the  sacrifice  or 
disutility  of  assimiing  the  responsibility  of  production 
necessarily  forms  a  class  by  itself.  According  to  this 
analysis,  the  entrepreneur's  costs  classify  as  follows: 
"  (1)  Actual  outlay  of  the  entrepreneur,  (a)  Money 
costs.  (2)  Expression  in  money  of  the  entreprenemr's 
contributions,  in  so  far  as  they  are  purchasable.  (6) 
Real  cost  or  sacrifice  of  assiuning  ultimate  responsibil- 
ity—  this  having  its  objective  expression  in  money 
profits." '  In  comparison  with  the  preceding  views 
this  is  a  liberal  interpretation  of  the  labor  fimction. 
Certain  it  is,  that  these  economists  are  on  safe  and  con- 
servative ground  in  affirming  that  costs  include  mere 
wages  of  routine  management.  But  it  is  to  be  observed 
that  this  labor  theory,  in  its  broadest  aspect,  extends 
"  wages  of  superintendence  "  to  the  entire  legitimiate 
profit  income  of  the  entrepreneur  —  a  scope  formerly 
given  to  profits  probably  by  the  English  school  and 

>  Prinoiplee  of  Economics,  p.  291.  *  Outlinee  of  Economioi,  |^  440,  441. 

*  Principlee  of  Economios,  p.  52. 
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carefully  redefined  and  elaborated  in  several  recent 
works. 

Consequently,  to  the  more  radical  followers  of  this 
lab<H*  theory,  all  profits,  after  being  purged  of  grossly 
illegitimate  gains,  are  merged  into  one  shane  —  a  labor 
income.  An  eminent  English  economist.  Professor  Mar- 
shall, while  devoting  considerable  space  to  a  discussion 
of  the  subject  of  profits,  speaks  thus  of  the  entrepre- 
neur's income :  '^  All  his  prospective  gains  enter  into  the 
profits  which  draw  him  towards  the  undertaking;  all 
the  investments  of  his  capital  and  energies  in  making  the 
appliances  for  future  production,  and  in  building  up  the 
immaterial  capital  of  a  business  connection,  have  to 
show  themselves  to  him  as  likely  to  be  profitable,  before 
he  will  enter  on  them ;  the  whole  of  the  profits  which  he 
expects  from  them  enter  into  the  reward,  which  he 
expects  in  the  long  run  for  his  venture.  .  .  .  Thus  the 
whole  of  the  normal  profits  enter  into  true  or  long- 
period  supply  price,"  ^  And  finally,  in  the  recent  text 
of  Professor  Taussig  may  be  foimd,  perhaps,  the  clear- 
est and  most  concise  statement  of  this  point  of  view: 
"  Whether  the  term  '  business  profits '  should  be  thus 
limited  is  primarily  a  question  of  phraseology.  The 
emphasis  which  this  view  puts  on  the  relation  between 
improvements  and  the  business  man's  gains  is  just. 
The  large  and  conspicuous  gains  are  in  fact  associated 
almost  invariably  with  advances  in  the  arts,  with  bold- 
ness and  sagacity  in  exploiting  new  enterprises  and  new 
methods.  None  the  less,  this  mode  of  sharply  separat- 
ing business  profits  from  wages  seems  artificial.  Even 
the  routine  conduct  of  established  industries  calls  for 
judgment  and  administrative  capacity,  and  so  for  the 
exercise  of  the  same  faculties  that  are  more  conspicuous 
of  rapid  progress.   To  separate  even  roughly  the  eam- 

>  Pkinciplee  of  Eoonomies.  5th  ed.,  pp.  617,  618. 
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ings  of  a  successful  business  man  into  two  parts  —  one 
wages,  the  other  '  profits '  in  the  sense  of  gains  from 
progress  —  would  seem  to  be  quite  impracticable.  Look- 
ing over  the  whole  varied  range  of  earnings  among  those 
engaged  in  the  business  career,  it  is  simplest  to  r^ard 
them  all  as  returns  for  labor  —  returns  marked  by 
many  peculiarities,  among  which  the  most  striking  are 
the  risks  and  uncertainties,  the  wide  range,  and  high 
gains  from  able  pioneering."  ^  Thus  have  Marshall  and 
Taussig  placed  themselves  on  record  in  remarkable 
opinions  —  notable  for  their  thoro  adherence  to  the 
original  profit  concept  of  the  classical  economists  and 
for  their  rejection  of  the  siuplus  concept  of  recent 
theory;  for  in  the  works  of  both  of  these  men,  efiBlciency 
profits,  tho  often  described  as  great  prizes  which  go  to 
the  skilled,  daring  and  alert,  are  never  separated  en- 
tirely from  the  labor  income,* 

Doubtless  every  one  of  the  preceding  profit  theories 
occupies,  in  a  restricted  sense,  its  appropriate  niche  in 
economic  thought;  but  if  careful  consideration  is  given 
to  the  foregoing  excerpts,  it  soon  become  obvious  that 
the  more  radical  representatives  of  both  the  surplus  and 
labor  theorists  have  assumed  in  their  premises  more 
than  is  scientifically  sound,  and  in  their  conclusions 
more  than  has  really  been  verified.  In  either  case,  the 
primary  steps  in  their  analysis  are  not  conclusive;  and, 
above  all,  both  theories  by  overlaping  include  in  their 
scope  wholly  unlike  elements.  To  be  more  exact,  large 
returns  arise  from  the  profits  of  efficiency  which  are  due 
solely  to  new  ideas  and  reduced  costs  in  the  process  of 
production.  These  incomes  are  the  rewards  of  dynamic 
efficiency  and  risk-taking  rather  than  of  labor;   and, 

>  Prinoiples  of  Eoonomios,  vol.  ii,  p.  185. 

*  Tikis  tendency  to  view  profiU  either  m  Urgely  tempocaiy  and  qnenmed  or  am 
BMstly  permanent  and  earned  may  also  be  seen  in  tlie  diseussioD  ol  risk  profits  —  a 
lopie  to  be  treated  in  a  separate  aitiele. 
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moreover,  they  are  not  eliminated  by  competition,  even 
in  the  static  state.  That  is,  exercising  absolute  control 
over  the  destiny  of  capital,  inventing  new  ideas,  and 
taking  risks  are  not  considered  here  as  primarily  a  part 
of  the  labor  function.  Plainly  stated,  these  writers  have 
failed  to  analyze  properly  tiie  various  incomes  of  the 
modem  enterpriser;  and  their  works  do  not  show  due 
appreciation  of  conditions  as  they  actually  exist.  They 
see  at  one  time  only  one  side  of  the  tremendous,  but 
most  alluring,  profit-making  function.  In  fine,  neither 
(rf  these  theories  differentiates  the  returns  of  intra- 
marginal  producers;  and  strange  enough,  no  attempt  is 
made  to  separate  the  profits  of  efficiency  from  the  fluc- 
tuating market  surplus. 

In  marked  contrast  to  both  the  surplus  and  the  labor 
theories,  a  division  of  the  entrepreneur's  residual  surplus 
into  both  earned  and  unearned  increments,  permits  a 
much  desired  scientific  classification  of  profits.  Let  us 
say,  first,  that  the  entrepreneur  receives  an  earned  in- 
come because  of  his  peculiar  dynamic  efficiency  in  con- 
la-olling  the  destiny  of  capital,  in  incorporating  ideas  into 
industry  and  in  assuming  all  risks  in  connection  with 
them.  This  function  serves  in  particular  instances  to 
reduce  outlays  and  is  borne  solely  by  the  entrepreneur. 
We  would  first  separate  here  efficiency  profits,  under 
freely  competitive  conditions,  by  making  them  equiva- 
lent to  the  net  output  measured  by  the  reduction  of 
costs  to  the  entrepreneur.  Or,  if  one  prefers  to  use 
another  method,  the  net  output  may  be  valued  in  the 
costs  of  the  same  quality  of  product  on  the  extensive 
margin.  In  the  second  place,  all  unearned  profits  may, 
as  a  rule,  be  distinguished  as  various  forms  of  the  scar- 
city increment,  which  arise  from  an  increased  intensity 
of  demand  forces.  Whether  such  profits  are  due  to 
natural  market  fluctuations,  to  restraint  of  trade,  or  to 
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exploitation  of  the  individual,  they  are  usually  deter- 
mined causally  by  the  comparative  scarcity  of  the 
desired  product;  and  may,  therefore,  be  measiu^ 
exactly  by  the  difference  between  the  cost  of  production 
and  the  market  price.  The  first  class  of  profits,  how- 
ever, are  earned  incomes;  that  is,  returns  for  economic 
effort,  while  those  designated  here  as  scarcity  gains 
are  siupluses  above  costs  and  wholly  the  result  of 
the  fluctuating  intensity  of  demand  forces.  Even  tho 
scarcity  profits  may  be  induced  by  a  fluctuating  sup- 
ply, they  are  not  the  result  of  economic  sacrifice.  This 
plan  of  classification  is  most  pertinent  to  a  differentia- 
tion of  the  intrarmarginal  profits  of  the  more  efficient 
producers;  but  obviously  it  will  be  found  by  careful 
comparison  to  run  counter  to  both  the  previous  surplus 
and  labor  theories  of  present-day  writers. 

In  presenting  a  distinct  theory  of  efficiency  profits,  we 
shall  rely  partly  on  the  fact  that  this  dynamic  function 
of  the  entrepreneur  is  fully  recognized  in  American  law, 
and  that  his  peculiar  ability,  or  inventive  faculty,  is 
readily  distinguished  from  the  mechanical  skill  of  the 
mere  laborer,  manager,  or  superintendent.  The  sacred 
right  of  every  man  to  possess  exclusive  ownership  in  his 
own  secret  or  discovery  is  a  sort  of  inalienable  right 
which  has  come  down  to  us  from  ancient  times,  and 
more  recently  been  hedged  about  with  legal  barriers. 
This  right  extends  even  to  little  things.  Thus  a  work- 
man, whUe  in  the  employ  of  his  master,  changed  the 
direction  of  a  pipe  entering  an  iron  mold  so  that  the 
dross  in  the  molten  metal  was  thrown  toward  the  center. 
The  employer  claimed  the  invention.  Yet  in  the  appli- 
cation of  the  legal  principle  to  this  simple  case,  the  court 
raised  the  inventive  powers  of  the  workman  above  the 
field  of  routine  service,  and  made  this  act  of  the  laborer 
wholly  independent  of  the  claims  of  his  employer.   This 
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exclusive  right  of  the  entrepreneur  extends,  of  course, 
to  inventions,  discoveries  and  trade  secrets.  But  the 
strictly  defined  legal  sphere  of  invention  includes,  in  the 
opinions  of  the  courts,  only  the  highest  order  of  dynamic 
service  performed  by  the  entrepreneur.  The  design  of 
the  patent  law  is  to  reward  only  those  who  have  made 
some  substantial  advance  in  the  useful  arts.^  The 
subject  of  a  patent  must,  therefore,  embody  something 
mare  than  what  any  skilled  workman,  if  called  upon, 
could  produce ;  something  more  than  what  may  seem  to 
involve  the  exercise  of  extraordinary  mental  powers  in 
the  everyday  work  of  laboratory  routine.* 

In  this  connection,  however,  if  a  much  desired  result 
is  secured  through  a  patented  device,  which  has  never 
before  been  attained,  want  of  invention  cannot  be  main- 
tained on  the  ground  that  it  is  merely  a  combination 
of  known  elements  *  or  that  it  is  so  simple  in  construc- 
tion that  any  one  can  make  it.^  Certain  it  is,  tho  the 
sphere  of  invention  is  strictly  limited  and  narrowed  by 
analysis  and  definition,  the  significant  fact  remains 
that  the  slightest  invention  in  business  and  the  faculty 
which  creates  it,  are  legally  recognized  as  in  no  way 
connected  with  the  routine  conduct  of  an  enterprise. 

1  Atlastie  Works  t.  Br»dy.  107  U.  S.  109,  200;  Tiemann  t.  Kraati.  85  Fed.  Rep. 
S40. 

s  Badiiobe  Anilin  and  Soda  Fabrik  v.  Kalle.M  Fed.  R.  173;  Perkins  Electric  Switch 
Manufacturing  Co.  v.  Gibbe  Electric  Manufacturing  Co..  87  Fed  R.  023, 924;  Vinton  v. 
Hamilton,  104  U.  S.  491.  Again,  it  is  not  enough  that  an  improvement  is  new  and 
potsBiM  great  economic  advantages  for  it  to  rank  as  an  invention,  it  must  be  the 
product  of  the  inventive  powers.  (Magin  v.  Karle,  150  U.  S.  391;  Burt  v.  Evort.  133 
U.  8.  349;  Hild  v.  Wooster,  132  U.  8.  700;  Watson  v.  RaUway  Co.,  132  U.  S.  161; 
Munson  v.  New  York  City,  124  U.  S.  610;  Morris  v.  McMillan.  112  U.  S.  247.)  Thus 
it  is  not  an  invention  to  duplicate  the  parts  of  a  machine  unless  the  alteration  in  it 
causes  a  new  mode  of  operation.  (Dunbar  v.  Meyers,  94  U.  S.  197;  Slawson  v.  Grand 
Street  R.  R.  Co.,  107  U.  S.  653;  Millner  v.  Voes,  4  Hughes.  262.)  Neither  is  the  mere 
act  of  assembling  processes,  machines,  or  enterprises  to  be  classed  as  invention.  (Hailes 
▼.  Van  Wormer,  20  Wallace,  353;  Reckendorfer  v.  Faber,  92  U.  S.  357;  Pickering  v. 
McCuUough.  104  U.  8.  318.) 

*  Loom  Co.  V.  Higgina,  105  U.  S.  691. 

«  Dubois  V.  Kirk.  158  U.  S.  63;  Potts  v.  Creager,  155  TJ.  8.  608,  609;  Krements  ▼. 
CottleCo.,148U.  8.  561. 
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Consequently,  it  stands  out  as  a  part  of  that  dynamic 
function  which  the  entrepreneur  alone  exercises. 

But  this  legal  right  of  the  entrepreneur  extends  also  to 
trade  secrets;  and  in  this  relation  he  possesses  several 
legal  methods  of  preserving  the  results  of  his  peculiar 
d}mamic  efficiency.  Tho  he  may  not  secure  letters 
patent  for  his  device,  he  may,  perhaps,  preserve  it  for 
a  longer  time  through  secrecy.  In  the  first  place,  this 
function  of  the  entrepreneur  is  protected  from  the  public 
and  from  his  own  employees.  It  is  a  well  known  rule  of 
law  that  where  an  employee  has  entered  the  service  of 
another  and  has  had  imparted  to  him  the  secrets  of  a 
business,  he  is  bound  without  an  expressed  contract  to 
preserve  them  as  sacredly  as  his  own.^  This  right  of  the 
entrepreneur  extends  to  a  secret  code  used  by  him  in 
entering  prices  in  a  trade  catalogue;  one  who  obtained 
the  key  to  the  code  so  used,  was  enjoined  by  the  court 
from  disclosing  the  information  to  others.*  Similarly, 
a  coxmting  house  clerk  was  not  allowed  to  make  known 
what  he  had  learned  in  performing  his  duties.'  In  like 
manner,  an  engine  maker's  clerk,  who  had  made  a 
table  of  dimensions  of  his  employer's  engines,  was  pre- 
vented from  using  or  disclosing  the  data  so  obtained.* 
In  a  like  instance  an  injunction  was  granted  to  pre- 
vent the  publication  of  etchings  made  simply  for  amuse- 
ment. •  So  in  a  bankruptcy  case,  one  who  owned  a 
secret  process  in  the  business  was  allowed  to  remove  all 
machinery  necessary  to  prevent  its  disclosure  to  others. 
A  slight  change  in  the  method  of  manufacture  may,  of 
course,  be  of  great  advantage  to  the  entrepreneur;  but 
if  the  general  process  is  well  known,  he  may  be  unable, 

1  Simmont  Med.  Co.  t.  Simmfma,  81  Fed.  Rep.  163. 
t  SJmmonii  Hardware  Co.  t.  Waibel,  1  Sa  Dak.  488. 

*  Tippanc  t.  Clarke,  2  Hare,  383. 

«  Menyweatber  ▼.  Moore,  61  L.  L  506. 

•  Priaot  Albert  t.  8te«i«e.  18  L.  J.  lao. 
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except  through  a  contract  with  his  employees,  to  pro- 
tect his  trade  secret.  For  example,  in  one  instance,  a 
method  of  collecting  insurance  was  disclosed  to  an  agent 
without  binding  him  to  secrecy,  and  it  therefore  be- 
came common  knowledge.^  Again,  of  several  manufac- 
turers making  a  well  known  soap,  one  who  succeeded 
by  a  slightly  changed  process  in  making  a  better  article 
than  that  produced  by  the  others,  was  unable  to  main- 
tain in  court  that  he  possessed  a  secret  process.*  In 
another  instance  it  was  impossible  to  secure  an  in- 
junction to  protect  a  secret  process  for  making  pills,  for 
the  court  decided  that  it  would  be  unable  to  discover 
whetlier  the  method  had  been  infringed  upon  unless  it 
were  disclosed  in  court.'  From  these  illustrations  it  is 
plain  that  wherever  possible  the  peculiar  dynamic  effi- 
ciency of  the  entreprenem:  is  protected  by  law  from  his 
employees  and  the  public.  In  fine,  against  those  who 
have  surreptitiously  gained  knowledge  of  his  trade 
secrets,  the  entreprenemr's  right  of  relief  in  equity  has 
always  been  recognized.^ 

It  is  also  a  significant  fact  that  the  law  distinguishes 
between  mere  managerial  ability  and  the  peculiar 
powers  of  the  inventor.  That  is,  the  inventive  faculties 
are  emphasized  and  raised  above  even  the  skill  of  a  gen- 
eral manager.  In  Hapgood  v.  Hewitt  a  general  super- 
intendent of  a  manufacturing  department  had  also 
agreed  to  devote  his  time  and  services ''  to  devising  and 
getting  up  ploughs  for  the  corporation  "  by  which  he 
was  employed.  The  finding  of  the  court  upon  the 
evidence  is  most  pertinent.    It  was  declared  ''  (1)  that 

1  Brwtol  T.  Equitable  life  Aararanoe  Society,  132  N.  Y.  204. 

s  BeD  and  Bocart  Soap  Co.  t.  Petrola  Manufaeturinc  Co.,  64  N.  Y.  Svpp.  603. 

s  Newberry  ▼.  Jamee,  2  Meriv.  461;  aee  Williams  t.  Williama,  3  Meriy.  168. 

«  Fralieh  ▼.  Deepar,  106  Pa.  St.  24;  Stewart  ▼.  Hook,  118  Ga.  446;  Salomon  ▼. 
Herts.  40  N.  J.  Eq.  400;  Thum  Ca  t.  Tloesynski,  114  Bfieh.  149;  Feabody  t.  Norfolk. 
MHasa.462. 
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Hewitt  was  not  expressly  required,  by  his  contract,  to 
exercise  his  inventive  faculties  for  the  benefit  of  his 
employer,  and  there  was  nothing  in  the  bill  from  which 
it  could  be  fairly  inferred  that  he  was  required  or  ex- 
pected to  do  so;  (2)  that,  whatever  right  Uie  employer 
had  to  the  invention  by  the  terms  of  Hewitt's  contract 
of  employment,  was  a  naked  license  to  make  and  sell  the 
patented  improvement  as  a  part  of  its  business,  which 
right,  if  it  existed,  was  a  mere  personal  one,  and  not 
transferable,  and  was  extinguished  with  the  dissolution 
of  the  corporation."  ^  In  Illinois  the  mere  fact  that  a 
superintendent  received  wages,  materials,  and  assist- 
ance from  his  employer  while  making  his  models  did 
not  give  the  latter  a  right  in  the  invention  itself.  Hie 
peculiar  function  of  the  inventor  or  entrepreneur,  as 
we  would  describe  him,  has  been  carefully  distinguished 
by  a  court  of  that  state:  "  An  invention  is  the  product 
of  the  mind,  and  the  making  of  models  and  performing 
of  the  experiments  are  only  mechanical  operations  and 
mere  labor  performed  for  appellant  (the  inventor) 
imder  his  direction,  for  which  he  would  be  liable  to  be 
charged,  or  the  time  lost  deducted  from  his  wages  or 
time.  As  between  employer  and  employee,  the  right  to 
the  invention  belongs  to  the  one  who  conceives  the  idea, 
and  follows  it  out  to  practical  invention."  *  The  con- 
tents of  these  two  decisions  have  an  important  bearing 
on  the  labor  theory  of  profits,  for  they  go  to  the  heart  (rf 
this  complex  question  of  the  entrepreneur's  function 
and  point  out  what  is  all-important.  They  rightly  dis- 
tinguish the  inventive  powers  of  the  entrepreneur,  lend 
emphasis  to  his  peculiar  dynamic  efficiency,  and  sep- 
arate in  a  thoro  manner  his  sphere  of  activity  from  that 
of  the  manager. 

I  Hapgood  V.  Hewitt,  119  U.  S.  233;  see  Pe«body  t.  Norfolk,  08  Man.  MO;  DalMO 
T.  Deuber  Manufacturing  Co.,  140  U.  8.  320. 

s  Dice  T.  Joliet  Manufacturing  Co.,  11  lU.  App.  114.  citing  Agawmn  Ca  t.  JoidaB,7 
Wall  603;  CoUar  Co.  v.  Van  DuMn.  33  Wall  563. 
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We  have,  therefore,  concluded  that  to  confuse  the 
superior  function  of  one  who  furnishes  an  invention; 
discovery,  or  trade  secret  with  the  services  of  super- 
mtendence  and  management  is  to  prevent  proper 
analysis,  and  to  neglect  the  earned  profits  of  efficiency. 
Nay,  more,  it  serves  to  defeat  the  full  purpose  of  the 
labor  theory  of  profits;  for  what  is  so  obviously  patent 
of  the  invention  function  is  also  true  of  all  dynamic 
services  of  the  entreprenemr.  There  is  room  for  a  labor 
tl^ory  of  profit;  but  in  its  present  form  it  includes  too 
much,  and,  therefore,  defeats  a  proper  analysis  of  the 
readual  income.  That  is  to  say,  by  merging  this 
peculiar  djmamic  efficiency  into  the  labor  concept  of 
profits,  we  have  failed  to  recognize  the  importance  of  a 
service  which  really  forms  a  proper  foundation  for  an 
efficiency  theory  of  profits.  Hence  by  means  of  the  fore- 
going excerpts  we  have  sufficiently  emphasized  the  in- 
ventive powers  of  the  undertaker  as  a  basis  of  efficiency 
profits.  At  the  same  time,  it  has  been  our  intention  to 
separate  them  from  the  activities  of  mere  labor,  and  to 
show  that  the  labor  theory  of  profit  is  not  in  harmony 
with  the  present  conditions  of  industry. 

It  has,  however,  been  noted  that  the  entrepreneur's 
dynamic  activities  contain  something  more  than  the 
creation  of  inventions  and  trade  secrets.  Stated  con- 
cisely, there  still  remains  the  important  elements  of 
judgment,  control,  and  risk-taking.  No  group  of  la- 
borers, however  adaptable,  skilled  and  aggressive  can, 
as  such,  perform  these  tasks  of  the  entrepreneur.  Upon 
the  element  of  judgment  must  depend  the  acceptance 
or  rejection  of  all  new  ideas  and  changes  leading  to  the 
successful  expansion  or  contraction  of  industry.  This 
is  obvious  from  the  very  fact  that  whether  new  ideas  — 
as  they  take  the  form  of  abstract  capital  —  are  the 
product  of  his  own  mind  or  are  furnished  to  him  by 
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others,  he  alone  embodies  them  m  the  productive  proc- 
ess; that  is  to  say,  takes  the  risk  and  responsibility  of 
using  them.  Judgment  is  simply  an  indispensable  part 
of  the  entrepreneur  fxmction  —  the  very  leaven  to  in- 
dustry; and  extends  to  every  material  unit  and  active 
service  utilized  in  a  dynamic  enterprise.  It  accepts  the 
methods  of  control  to  be  used,  the  forms  of  codrdination 
to  be  established,  and  the  proper  risks  to  be  taken.  It 
unlocks  the  door  to  success  in  every  venture  whether 
it  be  only  the  small  comer  stand  of  the  popcorn  vender 
or  the  vast  empire  of  the  railroad  magnate.  In  relation 
to  the  entrepreneiur's  services  it  forms  the  cement  to 
industry.  It  binds  the  functions  of  control,  coordina- 
tion, and  risk-taking  into  a  concrete  working  unit;  and 
these  powers  distinguish  his  dynamic  function  from 
that  of  the  laborer  and  the  capitalist. 

At  this  point  let  us  compare  briefly  the  profits  of 
efficiency  with  the  scarcity  surplus.  The  efficiency 
profits  of  the  intra-marginal  producer  no  more  resemble 
the  scarcity  or  speculative  profits  above  the  competitive 
plane  than  do  real  wages  and  natural  interest.  Profits 
of  efficiency  arise  from  successfully  reducing  real  costs 
of  production.  We  may  note,  for  example,  that  every 
new  capitalist,  laborer,  or  entrepreneur  who  supplants  a 
less  capable  one,  increases  the  supply  of  productive  ser- 
vices, the  amoxmt  of  efficiency  profits,  and  decreases  at 
the  same  time  scarcity  gains.  By  creating  newer  and 
more  efficient  enterprises,  the  entrepreneiu:  reduces, 
then,  to  some  extent  the  previous  scarcity  of  capital  and 
conunodities.  A  sudden  increase  in  demand  may,  of 
course,  cause  the  appearance  of  speculative  profits,  but 
to  say  that  increased  production  alone  means  a  greater 
scarcity  of  economic  goods  is  asserting  an  absurdity. 
More  economic  processes  and  more  commodities  are 
produced  throuj^  the  increased  efforts  of  the  mote 
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efficient  entrepreneur;  and,  moreover;  he  is  entitled  to 
that  part  of  the  increased  product  which  compensates 
him  for  his  added  outlay  and  his  risk  disutility  —  a 
true  differential.  To  compare  this  increment  to  specula- 
tive profit  or  to  rent  is  confounding  the  real  product  of 
efficiency  with  a  scarcity  surplus. 

The  surplus  theorists,  it  is  true,  rightly  emphasize 
the  existence  of  a  speculative  profit  above  the  cost  of 
production,  which  tends  to  disappear  as  industry  ap- 
proaches a  static  state.  Their  service  in  this  respect  has 
drawn  our  attention  to  this  form  of  the  unearned  surplus 
and  its  relation  to  production.  Moreover,  if  account- 
ants can  determine  the  cost  of  an  article,  they  are  cer- 
tainly able  to  ascertain  the  amount  of  the  unearned 
increment,  which  is  simply  the  difference  between  the 
costs  of  production,  including  efficiency  profits,  and  the 
market  price.  But  when  economists  make  this  surplus 
identical  with  the  efficiency  returns  of  the  entrepreneur, 
certain  fundamental  differences  between  the  two  forms 
of  profit  are  overlooked.  The  two  incomes  hold  entirely 
different  relations  to  price,  and,  as  has  been  noted, 
arise  from  wholly  different  causes.  Speculative  profit 
is  determined  or  measured  by  the  scarcity  price;  effi- 
ciency profit,  on  the  other  hand,  aids  in  determining  or 
fixing  the  normal  price.  The  latter  return  is  a  cost  of 
dynamic  changes  in  production,  is  governed  by  the 
technical  laws  of  industry,  and  corresponds  to  a  given 
positive  effort  on  the  part  of  the  entrepreneur  in  the 
technical  process  of  production.  The  former  is  solely  a 
phenomenon  of  value,  is  governed  by  the  law  of  de- 
mand, and  corresponds  to  a  given  human  desire  in  the 
process  of  consumption.  Efficiency  profit  tends  to  in- 
crease generally  by  virtue  of  increasing  individual 
efforts  to  reduce  costs  below  the  competitive  plane,  and 
the  rate  varies  between  producers;   speculative  profit 
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tends  to  increase,  as  a  whole,  by  reason  of  increasing 
competitive  desires  and  demands  of  consumers,  and  the 
rate  of  increase,  where  price  rises  miiformly,  is  the  same 
for  all  producers.  One  is  due  to  the  increased  services 
and  efficiency  of  the  producing  agent,  the  oth^  to  the 
latter's  scarcity  and  the  limitation  of  its  producing 
power.  It  is,  of  course,  plain  that  this  surplus  theory 
will  not  explain  adequately  the  origin  of  the  entre- 
preneur's various  incomes;  and  it  is  none  the  less 
obvious  that  even  in  a  static  society,  an  efficiency  or 
differential  profit  will  continue  to  exist  until  aU  himtian 
powers  have  become  paralyzed  and  the  forces  of  nature 
have  ceased  to  work. 

We  may  return  now  to  the  more  conservative  view 
presented  by  the  labor  theorists.  The  labor  theorists, 
from  their  side  of  the  controversy,  have  overiooked 
three  important  things  which  the  actual  conditions  of 
industry  make  it  necessary  that  the  economists  should 
observe.  In  the  very  beginning,  they  do  not  differen- 
tiate the  peculiar  dynamic  efficiency  of  the  entrepre- 
neiu:  from  his  labor  function.  To  this  function  we  have 
credited  largely  changes  in  production  and  the  creation 
of  efficiency  profits.  But  as  the  economic  world  is  now 
constituted,  the  wide  range  of  this  dynamic  efficiency 
covers  a  multitude  of  questionable  acts,  which,  under 
the  guise  of  able  pioneering,  are  conunended  by  both 
legalists  and  economists  as  just  endeavors  to  obtain  the 
more  lucrative  gains  of  progress.  However,  confined  to 
its  proper  sphere,  this  dynamic  function,  as  we  would 
restrict  it,  consists  in  incorporating  ideas  or  abstract 
theories  into  the  productive  process  and  taking  the 
necessary  risks  on  them.  On  the  side  of  concrete  pro- 
duction, as  distinguished  from  the  field  of  consumption, 
this  function  9er\-es  a  highly  useful  purpose;  it  is,  in 
fact,  the  highest  order  of  effort  known  in  industry.    But 
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in  the  fields  of  exchange  and  distribution  this  service, 
through  the  coercion  of  demand  and  consumers,  may 
aasume  the  form  of  legal  robbery.  By  way  of  illustra- 
tion, in  the  correlation  of  supply  and  demand,  the  entre- 
preneur's efforts  to  secure  a  permanent  market,  to  direct 
and  control  the  flow  of  trade,  and  to  outdistance  his 
rivals,  have  assumed  such  elaborate  schemes  that  his 
peculiar  dynamic  efficiency  must  certainly  be  recognized 
as  overshadowing  the  nominal  function  of  labor.  By 
absorbing  into  the  labor  concept  of  profit  the  most  im- 
portant, and  at  times  the  most  injurious  acts  known  to 
the  economic  world,  these  theorists  have  avoided  a 
most  needed  analysis.  In  fact,  in  the  zealous  endeavor 
to  include  all  profit  incomes  in  the  labor  concept,  the 
latter  theory  has  been  so  extended  in  scope  that  it  now 
embraces  the  entire  skein  of  tangled  profit  notions  from 
the  meager  hard-earned  wages  of  labor,  on  the  one 
extreme,  to  the  abundant  harvest  of  unearned  good  will 
surpluses  on  the  other.  Obviously,  the  doctrine  that 
the  whole  varied  range  of  incomes  of  a  successful  busi- 
ness man  are  simply  the  returns  of  labor,  is  fully  as 
misleading  to  jurists,  statesmen,  and  business  men  as  its 
exact  antithesis  —  the  surplus  profit  theory  —  is  urir 
9cientijic  and  untrue. 

C.  J.  Foreman. 

UmvxBsiTT  OF  Cincinnati. 
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SUMMARY 
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ant's cost  of  production,  144.  —  Use  of  Uie  accountant's  cost  in  price 
fixing,  145.  —  Profit  as  the  margin  above  cost,  160.  —  III.  Develop- 
ment of  the  theory  of  profit,  151.  —  Explanation  of  and  justification  for 
profit,  155.  —  Relation  of  the  theory  of  profit  to  price  fixing,  159.  — 
IV.  Conclusions,  160. 


Price  fixing  represents  one  of  the  most  important 
economic  novelties  that  resulted  from  the  war.  Whether 
prices  first  rose  as  a  result  of  the  sudden  and  abnormal 
demand  caused  by  the  war  or  whether  the  effective  cause 
of  the  general  increase  in  prices  was  the  enormous  ex- 
pansion of  currency  and  credit,  price  control  served  as  a 
check  both  on  the  expansion  of  paper  and  on  the  eleva- 
tion of  the  price  level.  High  prices  were  obviated,  and 
the  expansion  of  currency  was  impeded.  It  is  doubt- 
ful whether  the  economic  significance  of  price  control 
was  realized  or  understood  by  the  various  price-fixing 
agencies  of  the  United  States  government.  A  consider- 
able number  of  special  and  different  reasons  influenced 
these  different  agencies  in  fixing  the  price  of  different 
conunodities.  In  some  cases  one  reason  or  purpose  was 
predominant,  in  other  cases  more  than  one  or  even  aU  of 
the  reasons  and  purposes  were  responsible. 

Prices  were  fixed  for  two  great  classes  of  purchasers: 
the  conmiandeering  departments  of  the  government  and 
the  consuming  public.     When  the  government  com- 
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mandeeredy  prices  were  fixed  so  that,  by  the  prevention 
of  profiteering,  governmental  expenditiu-es  might  be  re- 
duced«  Prices  were  fixed  for  the  public  so  that  the 
psychology  of  high  prices  and  the  exploitation  by  prof- 
iteers might  have  no  chance  to  breed  discontent.  The 
margins  of  jobbers  and  retailers  were  restricted  more 
extensively  in  the  case  of  foods  and  fuel,  where  the  con- 
suming public  was  more  directly  affected.  But  there 
were  other  reasons  and  purposes  that  influenced  par- 
ticular price  fixings.  A  notable  example  was  the  first 
fixing  of  the  price  of  wheat  —  a  minimum  price  fixed  to 
insure  an  adequate  production. 

CJongress  fixed  this  minimum  price  of  wheat  by  legis- 
lative enactment.  The  president,  himself,  fixed  the  first 
prices  for  bituminous  and  anthracite  coal.  The  great 
purchasing  departments  of  the  United  States  govern- 
ment, the  Army,  the  Navy,  and  the  Emergency  Fleet 
Corporation  fixed  the  prices  at  which  they  comman- 
deered. In  some  cases  tihese  organizations  did  not  agree 
with  each  other  as  to  a  proper  price  (as  in  the  case  of 
fuel  oil  prices) ;  in  a  nimiber  of  cases  they  fixed  different 
prices  for  each  manufacturer  (as  in  the  case  of  some  of 
the  food  prices).  The  purchasing  departments  were 
helped  by  the  War  Industries  Board,  the  Food  Adminis- 
tration, the  Fuel  Administration,  and  the  Federal  Trade 
Conmiission.  The  principal  reason  for  the  appoint- 
ment of  the  Price-Fixing  Committee  of  the  War  Indus- 
tries Board  and  of  the  Food  Purchase  Board  was  the 
standardization  of  prices.  ^  The  Price-Fixing  Committee 
fixed  the  prices  of  all  the  more  important  staples;  in 
many  cases  they  furnished  or  allotted  these  staples  to 
the  producers  who  were  manufacturing  war  materials. 
The  Food  Administration  and  the  Fuel  Administration 

1  The  Food  Administrmtion,  the  Army,  the  Navy,  and  the  Federal  Trade  Commia- 
A»  were  lepieeeuted  on  the  Food  Purchase  Board.  These  departments  and  others 
vera  rsptceeDted  on  the  Prioe-Flzing  Committee. 
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controlled  the  prices  of  foods  and  fuels;  their  work  was 
for  the  benefit  both  of  the  purchasing  agencies  of  the 
government  and  the  consuming  public.  The  Food  Ad- 
ministration was  authorized  to  fix  margins  of  profit 
above  cost,  but  was  not  supposed  to  fix  prices.  The 
Food  Purchase  Board,  however,  was  authorized  to  fix 
prices.  There  were  several  unique  cases  of  price  fixing: 
in  the  case  of  the  news  print  paper,  the  Federal  Trade 
Commission,  the  Department  of  Justice,  and  a  federal 
court,  all  had  a  part;  in  the  case  of  rubber  and  hemp, 
the  War  Trade  Board  fixed  the  prices. 

The  number  of  agencies  that  fixed  prices  and  the  dif- 
ferent reasons  and  purposes  of  the  particular  price 
fixings  gave  rise  to  several  different  methods  of  price 
control.  These  methods  may  be  divided  into  two  gen- 
eral classes  —  corresponding  to  the  two  types  of  price 
determinants.  Most  economists  believe  that  price  is 
determined  at  any  one  time  by  the  forces  of  supply  and 
demand,  but  that  over  considerable  periods  price  tends 
to  be  equal  to  the  marginal  cost  of  production.  In  the 
first  kind  of  price  control,  the  factors  of  supply  and  de- 
mand were  emphasized;  in  the  second,  the  cost  of  pro- 
duction was  used  as  the  basis  of  the  price  fixing.  If,  at 
any  particular  time  the  demand  becomes  abnormally 
great  and  the  supply  cannot  be  increased  sufiSciently, 
prices  rise  and  the  entrepreneurs  reap  unwonted  profits. 
This  was  true  of  the  period  during  the  war.  Thus,  when 
the  forces  of  supply  and  demand  allowed  such  abnormal 
profits  in  all  branches  of  industry,  it  was  thought  neces- 
sary to  maintain  prices  artificially  at  about  the  marginal 
cost  of  production.  However,  in  some  cases  the  forces 
of  supply  and  demand,  as  they  existed  before  the  war, 
were  used  as  the  price  determinants. 

Only  a  few  sentences  are  necessary  to  dispose  of  the 
first  kind  of  price  fixing,  which  was  used  in  but  few  in- 
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stances.  In  some  few  cases  prices  were  fixed  at  the  point 
prevailing  in  the  market  at  the  time  of  the  price  fixing. 
In  anticipation  of  a  rise,  prices  were  held  at  what  seemed 
a  reasonable  figure.  Such  price  control  represented  a 
convenient  expedient,  and  showed  no  evidence  of  a  care- 
fully worked  out  method.  In  other  cases,  an  average  of 
prices  over  a  number  of  years  was  used  as  the  basis  of 
the  price  fixing.  Such  an  average  price  could  have  been 
assumed  to  be  a  normal  price  —  or  a  price  approx- 
imately equal  to  the  average  marginal  cost  of  produc- 
tion. However,  the  marginal  cost  of  production  in  1917 
or  1918,  even  if  there  had  been  no  war,  might  have 
showed  wide  divergencies  from  the  average  marginal 
cost  of  production.  If,  for  example,  there  had  been  a 
marked  decrease  in  the  production  of  flour  sacks  in  1917 
and  1918,  the  resultant  shortage,  which  would  have 
been  in  no  wise  related  to  the  war,  should  have  been 
allowed  to  have  some  effect  on  the  price  of  flour.  An 
avarage  of  pre-war  prices  would  probably  not  have 
shown  the  effect  of  such  a  special  condition,  whereas  the 
cost  method  of  price  determination  gave  every  fact  of 
that  kind  a  proper  amount  of  importance.  An  average 
of  prices,  furthermore,  would  have  made  no  allowance 
for  the  effect  of  the  general  rise  in  prices  due  to  the  in- 
crease in  currency. 

The  cost  method  of  price  fixing  built  up  prices  from 
the  elements  in  the  entrepreneur's  cost,  whereas  the 
first  method  took  a  price  or  an  average  of  prices  already 
created  by  the  forces  of  supply  and  demand.  The  cost 
method  was  the  more  practicable  method  and  was  used 
in  nearly  every  case. 

A  niunber  of  variations  of  the  cost  method  of  price 
fixing  were  employed.  In  some  cases,  prices  were  fixed 
after  the  production  had  been  completed;  in  other 
cases,  prices  were  fixed  before  the  production  was  imder- 
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taken.  (In  such  cases  future  costs  had  to  be  estimated.) 
In  still  other  cases  the  problem  was  somewhat  more 
complicated:  e.  g.,  prices  were  set  for  some  of  the  food- 
stuffs before  they  had  been  produced;  later,  as  a  result 
of  the  objections  of  certain  of  the  manufactm^rs,  the 
costs  of  those  manufacturers  were  investigated  and  the 
prices  paid  for  their  product  were  amended  where  neces- 
sary. Ante-production  prices  represented  a  standard 
price  for  all  manufactiu'ers,  whereas  post-production 
prices  may  have  varied  for  different  manufacturers.  In 
ante-production  price  fixing  two  considerations  had  to 
be  borne  in  mind  by  the  price-fixing  agencies  in  setting 
a  single  price  for  the  entire  industry;  first,  the  price  had 
to  be  high  enough  to  insure  the  production  needed  in  any 
particular  case;  second,  the  price  had  to  be  low  enou^ 
to  prevent  imduly  large  profits.  The  ante-production 
price  fixing  represented  the  most  important  and  the 
most  difficult  kind  of  price  control. 


II 

The  economic  analysis  of  the  relation  of  cost  of  pro- 
duction and  price  imder  competitive  conditions  might 
be  represented  graphically.  In  order  to  make  such  rep- 
resentation it  would  be  better  to  select  an  industry  in 
which  the  product  was  a  staple  of  a  standard  grade» 
It  should  be  taken  for  granted  that  all  manufacturers, 
sold  this  grade  at  the  same  price.  It  would  be  helpful^ 
moreover,  to  assimie  that  the  producers  or  entrepre- 
neurs borrowed  their  capital. 

Group  I  represents  the  most  efficient  producers  and 
Group  rV  represents  the  least  efficient  producers,  i.  e.^ 
the  marginal  or  no-profit  producers.  The  manufac- 
turers represented  in  Group  IV  would  have  had  to  re- 
duce their  expenses  or  forego  profits.    (It  is  assumed 
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that  competition  standardized  price  so  that  the  pro- 
ducers in  Group  IV  could  obtain  no  more  for  their 
product.)    If  these  conditions  be  taken  to  represent  a 


Wates 
plus 
Rent 
plus 

Ittterast 


IV 


competitive,  tho  artificial,  market  the  problem  of  price 
fbdng  presents  no  great  difficulty.  If  the  production  of 
Group  IV  was  f oimd  to  be  necessary,  the  price  fixed  had 
to  cover  the  wages,  rent,  and  interest  paid  by  the  manu- 
facturers in  that  group.  A  bare  economic  analysis, 
then,  made  prices  equal  to  the  wages,  rent,  and  interest 
of  the  least  efficient  producer.^  It  will  be  shown  later 
that  the  manufacturer's  expenses  can  be  analyzed 
roughly  into  wages,  interest,  and  rent.  (This  is  not 
strictly  true  except  for  producers  in  the  very  first  stage 
of  production,  inasmuch  as  manufacturers  who  do  not 
produce  their  raw  materials  have  an  element  of  profit 
in  their  expenses.  See  p.  145.)  The  expense  figures, 
then,  which  were  chosen  for  price  fixing  when  the  price 
was  intended  to  stimulate  production,  were  naturally 
those  of  the  least  efficient  producers.  If  only  a  part  of 
the  production  was  needed,  the  figure  chosen  had  to  be 
just  high  enough  to  cover  the  expenses  of  all  of  those 
producers  whose  output  gave  the  needed  supply.* 

1  His  cipeuses  represented  the  margiiutl  cost  of  production. 

*  The  least  efficient  producers  who  remained  in  the  industry  were  then  assumed  to  be 
the  omij  maiginal  producers  whereas  some  of  the  more  efficient  producers  were  often 
mazvoal  producers  in  that  the  fisdng  of  a  price  which  they  considered  unsatisfactory 
mii^t  have  induced  them  to  go  into  the  production  of  another  product  for  which  their 
plants  were  suitable  and  on  wfaieh  they  might  have  been  able  to  realise  an  even  greater 


Digitized  byVjOOQlC 


144  QUARTERLY  JOURNAL  OF  ECONOMICS 

Altho  the  cost  method  of  price  fixing  was  based  on  an 
economic  analysis  of  the  relation  between  cost  and  price, 
the  economic  cost  of  production  was  developed  from  the 
accounting  cost  of  production.  The  accountant's  cost 
represents  the  producer's  cost  or  expenses,  and  is  some- 
what different  from  the  economist's  cost.  The  pro- 
ducer's profit  is  an  element  in  the  economic  cost  of 
production,  whereas  the  accountant  ordinarily  thinks 
of  profit  as  a  differential  between  selling  price  and  cost. 
By  cost,  the  accountant  means  the  current  expense  or 
the  money  spent  to  pay  for  the  production  in  the  period. 
As  a  rule,  altho  not  invariably,  the  amoimt  of  money 
included  in  cost  must  be  paid  to  others  —  thus,  no  rent 
is  allowed  on  land  owned  by  the  producer  or  corporar 
tion.  Furthermore,  the  expenses  must  be  current  — 
thus,  no  return  on  permanent  investment  is  allowed  in 
cost.  The  accoimtant  does  not  consciously  classify  the 
parts  of  cost  or  price  according  to  the  factors  of  produc- 
tion but  separates  the  current  expenses,  which  commonly 
represent  payments  to  others,  from  the  interest  or  return 
on  the  permanent  investment,  which  may  or  may  not 
be  owned  by  the  producer. 

Whether  the  accountant  has  any  conscious  classifica- 
tion and  whether  he  follows  it  consistently  are  matters 
on  which  the  later  discussion  of  this  paper  may  throw 
light.  Nevertheless,  altho  he  does  not  classify  in  the 
way  that  the  economist  would,  his  cost  statem^its 
furnish  the  material  for  a  thorogoing  economic  clasedfi- 
cation.    In  order  to  show  that  the  items  into  which  the 

profit.  Of  eottrM,  tucMMful  price  fixinc  w«b  predieated  upon  wsofnl  piiM  ftnac. 
Tti«f«fai«.  if  pricM  fftwimUr  were  fixed  H  would  hare  been  qiiftinnehiw  *«*««*ir'F^t  to 
attempt  to  restrict  •  producer  to  one  product  if  be  could  bare  prodaead  another  man 
•conomicaUy.  Furtbertaore.  there  t*  no  ffnaon  to  befiere  that  tbe  fnoTwtmBl  of  entra- 
pNoeuie  and  of  capital  vwild  hare  b««n  in  one  direction:  with  a  tenend  piiea  fiiini»  it 
wae  to  be  expected  that  wime  of  thoee  prodocere  in  allied  induBtriea*  who  vera  mi^mt^ 
marginal  pfxxtuwwL  might  have  come  ov<r  to  the  induKry  in  queiUon.  W1mb,1 
a  kice  producciiM  of  a  partlcttlar  OManMiitr  waa  a^pcinaQr  deaued.  H  ««■  i 
InMtaee  matcriaUjr  the  macfin  abore  vatat^  rent,  and  intt 


Digitized  byVjOOQlC 


PRICB  FIXING  AND  THE  THEORY  OF  PROFIT     145 

accountant  analyzes  cost  may  be  considered  analogues 
of  the  shares  in  distribution  claimed  by  the  several 
economic  factors,  a  careful  analysis  of  the  elements  of 
cost  seems  necessary. 

The  extrepreneur  theoretically  need  not  furnish  his 
personal  services  in  production;  he  need  not  own  his 
land  or  buildings;  nor  need  he  have  capital  for  his 
undertaking.  Therefore,  the  entrepreneur  must  pay 
wages,  rent,  and  interest.  Roughly  speaking,  these  are 
his  costs;  yet,  the  accoimtant's  treatment  of  tiiese  items 
18  not  so  simple  as  this  theoretical  analysis  of  cost  would 
t9eem  to  imply. 

The  first  element  in  the  producer's  cost  of  production 
18  the  raw  material  which  is  to  be  manufactured.  This 
raw  material  represents  embodied  labor,  land,  capital, 
and  entrepreneurial  effort,  and  could,  if  necessary,  be 
reduced  to  wages,  interest,  rent,  and  profit.  The  ac- 
countant is  only  interested  in  showing  that  the  amoimt 
of  money,  which  is  represented  by  ''  Raw  Material,"  is 
the  exact  amount  the  producer  had  to  expend  —  not  the 
raw  material  purchased  dining  the  period,  but  the  raw 
material  actually  used  in  the  production  dining  the 
period. 

The  second  element  in  cost  is  "  Labor  "  or  "  Wages." 
When  the  producer  or  entrepreneur  is  actively  engaged 
in  the  business,  his  salary  is  not  included  in  "  Labor  " 
but  in  the  "  General  and  Administrative  Expense."  If 
the  business  is  incorporated  usually  some  of  those 
actively  engaged  are  stockholders,  i.  e.,  entrepreneurs. 
Their  salaries  are  included  in  "  Salaries  of  Officers." 
The  inclusion  of  salaries  of  stockholders  in  cost  becomes 
questionable  when  the  accountant's  classification  is  con- 
sidered. Such  salaries  are  not  actually  paid  to  out- 
siders unless  the  officers  of  a  corporation  be  considered 
as  such.    One  method  of  hiding  profiteering  was  the  in- 
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flation  of  cost  by  the  inclusion  of  rapidly  increased 
salaries. 

The  entrepreneur  of  economic  theory  need  own  no 
land  and  need  pay  no  rent.  A  large  number  of  entre- 
preneurs;  however,  do  own  their  land  and  have  to  pay 
rent.  It  would  be  natural  to  expect  that  the  accountant 
would  include  in  cost  the  rent  which  such  an  entre- 
preneur would  have  had  to  pay,  had  he  not  owned  his 
land.  However,  most  accoimtants  do  not  allow  rent  of 
this  kind  as  a  cost  item.  They  insist  that  such  an  item 
is  not  absolutely  calculable;  that  it  is  not  one  of  his  ex- 
penses in  the  sense  that  the  raw  material  and  the  labor 
for  which  he  must  pay  are  expenses,  but  that  it  repre- 
sents a  return  on  his  invested  capital.  In  other  words 
his  investment  in  land  should  be  looked  upon  as  any 
other  capital  investment  on  which  the  return  is  det»- 
mined  by  the  rate  of  interest. 

Implicit  in  the  argument  for  the  exclusion  of  rent 
from  cost  is  the  assumption  that  interest  on  investm^it 
is  not  a  cost  item.  Interest  on  investment  includes  bond 
interest.  Some  accoimtants  believe  that  interest  should 
be  included  in  cost  on  the  groimd  that  capital  is  an  ex- 
pense of  the  same  kind  as  labor  or  raw  materiaL  The 
accountant  who  refuses  to  include  it  in  cost,  makes  a 
very  marked  distinction  between  expenses,  which  must 
be  paid  to  others  for  goods  or  services  rendered,  and  the 
allowance  for  a  return  on  the  capital  invested  in  the 
business  by  the  producer.  An  estimated  return  on  in- 
vestment is  not  considered  an  expense.  Rent,  which  the 
producer  actually  pays,  is  allowed  in  cost,  but  an  esti- 
mated rent  on  land  owned  by  the  produce  is  excluded; 
the  land  which  the  producer  owns  is  considered  a  part  ci 
his  investment.  Interest  on  short  term  notes  (notes  for 
less  than  a  year)  is  usually  allowed,  but  intwesfe  cm 
permanent  liabilities  (i.  e«i  investment)  is  enhided.    If 
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a  producer  has  inveBted  his  own  capital,  he  is  not  al- 
lowed to  include  in  his  cost  an  estimated  interest  on  his 
investment.^ 

The  inclusion  of  the  other  elements  in  cost  should  be 
comprehensible  after  this  analysis.  Supplies,  repairs, 
and  the  other  current  necessities  of  a  business  are  al- 
lowed in  cost.  Supplies  and  repairs,  as  in  the  case  of 
raw  materials,  can  be  analyzed  into  wages,  rent,  interest, 
and  profit.  Investment  in  machines,  which  are  expected 
to  last  for  a  long  period,  is  not  allowed  in  a  monthly  or 
even  a  yearly  cost. 

Such  accoimting  costs  for  a  large  number  of  producers 
were  obtained  by  the  price-fixing  agencies.*  If  produc- 
tion of  the  commodity,  for  which  the  price  was  to  be 
fixed,  needed  to  be  stimulated,  the  cost  chosen  had  to 
represent  that  of  the  highest  cost  producer.*  The  costs 
obtained  represented  completed  production;  thus,  for 
ante-production  price  fixing  such  costs  had  to  be 
amended  by  estimating  anticipated  increases  in  mar 
terials  and  wages.  If  only  a  part  of  the  production  was 
needed,  the  cost  chosen  had  to  be  just  high  enough  to 
insure  that  part  of  the  production.  For  example,  if  only 
75  i>er  cent  of  the  production  of  a  certain  commodity 
were  needed,  and  if  75  per  cent  of  that  commodity  were 
produced  at  a  cost  less  than  $1.00,  the  cost  chosen  would 

>  Dapredstion  on  fixed  assets  is  allowed.  If  moneyismrestedm  thebondsof  asor- 
psntiaBor  left  in  a  eommereial  bank,  not  only  is  a  yearly  interest  paid  but  the  capital  it 
wituined  unimpaired  after  a  definite  period.   Howerer,  if  a  producer  inrests  his  capital 

■oods  after  a  period  of  time.  For  this  resson  he  must  put  by  a  definite  sum  yearly  in 
otder  to  eorer  the  cost  of  the  capital  coods  in  which  he  iuTcsted.  Thus,  altho  the  interest 
ea  Ins  capital  inTcstment  is  not  allowed  in  cost,  the  current  depredation  on  his  capital 
■oods  can  be  induded.  It  should  be  noted  that  the  depredation  is  net  paid  out,  i  e.,  it 
is  not  an  actual  expense,  but  is  in  the  nature  of  an  investment  charse  in  that  its  purposa 
ii  to  replace  inyestment. 

>  The  accountant  obtains  unit  costs  for  the  purpose  of  price  ixing  by  adding  the 
tha  items  of  cost  enumerated  and  by  diriding  the  sum  by  the  number  of  units  produced. 

•  In  moat  esses,  some  few  very  hig^  cost  producers  were  deemed  so  ineifioient  that 
tkilr  costs  were  disracvded.  The  cost  chosen  was  often  called  the  **  bulk-liae  cost  *'  — 
1  a.,  the  cost  that  corsred  the  bulk  of  the  production. 
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have  been  approximately  $1 .00.  It  should  be  noted  that 
even  to  thie  cost  of  the  least  efficient  produce,  a  margin 
had  to  be  added  inasmuch  as  the  accountant  allowed  in 
cost  no  interest  on  borrowed  money  or  on  investment.^ 
Altho  the  foregoing  analysis  seems  to  present  the 
economically  proper  application  of  the  cost  method  of 
price  fixing,  there  were  many  variations  from  it  in  actual 
practice.  In  a  number  of  cases  the  average  cost  rather 
than  the  high  cost  was  used  as  a  basis  for  price.*    In 

>  Some  of  tbe  prioe-fizmc  •c«ii«iw  aHowwl  a  poroentace  of  eosi  m  the  asigiii.  Tfab 
BMthod  of  prioe  detartnination  waa  used  in  fixing  prioea  to  be  paid  to  indhridval  pro- 
dmaia,  wiiooa  tooda  had  been  oommandeered.  Obrioualy  aaeh  a  method  meouiaged  a 
padding  of  coata.  It  waa  to  the  manufaeturer'a  adrantage  to  hare  aa  high  a  eoai  aa  pGO- 
•ibleifhiamaiginwaatobedeteraiinedonthatbaaia.  Indeed,  if  each  maaulaetanr  had 
been  paid  on  the  baaia  of  hie  own  eoat  and  a  fair  return  on  hia  in^intiiiwit,  tiMte  nodd 
have  been  little  faiduoeinent  to  eoonomiie.  A  general  priee  for  all  theoietieally  BQAde 
erecy  producer  try  to  beoome  a  low  eoat  prodoeer  in  order  to  aaka  hia  margin,  vhioh 
waa  a  differential  Taxying  inTeraely  with  hia  eoat,  aa  large  aa  pomible.  An  iageniooa  ae- 
eoontant  attempted  to  prore  that  a  percentage  of  coat  would  ha^«  anwnted  to  about 
the  lame  thing  aa  a  percentage  of  inTeetment.  Hia  eonteotion  waa  baaed  on  the  fmbt 
that  in  thoee  perioda  when  eoata  were  high  a  larger  inTeetment  became  nacenaiy.  HIi 
argument  waa  invalidated  by  the  fact  that  the  high  cost  producer  mig)it  hmrw  been  eac- 
pected  to  ahow  a  low  inTeetment  per  unit  of  product,  wlienii  the  low  east  produoer 
ahouU  theoreticaUy  have  had  a  large  inTCBtment.  Thua,  whan  the  "east  phm"  method 
waa  employed,  the  margin  above  eoet  allowed  the  high  coot  ptoducer  waa  much  laigar 
than  it  ehould  have  been. 

•  Since  thie  paper  waa  written,  Piofceaoc  Taueng'a  **  Price-Fixing  aa  Seen  by  a 
Price-Fixer  *'haa  been  pubhehed  in  the  Quarterly  Journal  for  February.  1010.  Plofemor 
Taumig  explaioa  that  the  cost  ehoeen  as  a  baaie  for  price  waa  detennined  by  the  quan- 
tity of  production  needed.  Thia  coat  waa  called  the  **  bulk-liDe  **  coat  (L  a^  whan  the 
bulkof  the  production  waa  needed):  and  the  producer  who  produced  at  eveh  a  eoat,  the 
'*  bulk-line  **  producer.  Thia  coet,  Profemor  Tkueaig  aaaerte.  waa  uanally  found  at  the 
point  which  included  from  80  per  cent  to  00  per  cent  of  the  production.  Thua,  the 
'*  bulk-line  **  coat  waa  not  neceeearily  the  higheat  coet.  **  Extreme  high  coala  in  iadirid- 
ual  eaaee  are  part  of  the  flotsam  and  jetsam  of  economir  life  — aeddenta,  of  no  real 
8igniilcanc«L** 

Professor  Tsusaig  speaks  of  this  "  bulk-line  **  producer  of  the  priea-lixiBC  period  aa 
the  marginal  producer  of  that  period,  L  e.,  the  price  determining  produeet.  Be  ap> 
parently  considccs  that  all  of  those  producers  abore  the  **  bulk-line  *"  produoer  aia  the 
Aotaam  and  jetsam  of  economic  life.  He  does  not  think,  however,  that  piiee  Ibing  on 
'*  the  basis  described  is  the  same  as  that  which  would  obtain  if  normal  forcea  ware  urotlc- 
ing  under  normal  conditiooa."  Professor  Tkumig  thereupon  urgm  an  intareating  juati- 
flcatiott  for  the  average  ccat,  which  it  is  wcH  known  the  I^iee-Fixing  Committee  uaad  in 
aoese  eases  in  price  dHermination. 

To  quote  his  wvrda:  **  If  the  diffetencea  in  cost  which  ar«  indirated  on  thaaa  cbarta 
reat  on  phyncal  eausm  —  if  they  are  due  to  forcea  in  nature,  not  in  man — thoMnaal 
or  lonrrcriod  price  saay  be  eiiMWted  to  conkcm  to  marginal  coat.  Hut  if  thoy  luai  oa 
the  differing  abihtim  of  aMOk  the  nctmal  price  saay  be  ea^eutsd  rather  to  < 
nvare«e  eoat.  or  at  al  eeesrta  to  Ml  be*sw  the  bulk4ma.  . 
•Meet  to  be  attaised  is  len^wmHy  to  ftalr  piiie  in  the  awae  ( 
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most  cases,  furthennore,  it  was  not  the  high  cost  pro- 
ducer's investment  but  the  average  investment  that  was 


priw(«aiMiimptirw  of  which  mow  win  be  laid  pwimt<y)th«mMw<r  would  l^^ 

*^  ■*  *>»*  <K«M—Mi—  i«  <wt  maiam  Htan  imxtmrnm.  in  n^tnra,  \mk  miMir^^  mtmt  {rr  mAtnm*\n^^ 

ft*  H)  if  thtqr  arise  from  differenoee  in  maneging  abilitj.  The  mugioel  ptodueer,  if  ia 
tiHt  powtinn  bewuee  he  is  the  leeet  capable  peraon,  ia  not  the  one  whoee  eondttions  of 
prodDclioB  are  dediiTe.  Such  a  producer  as  hae  just  been  intimated,  ia  probably  in' proo* 
«i  of  disappeaiing.  He  will  dieappear  Tery  soon  in  timea  of  deprmtion,  will  drop  out 
r  and  haltingly  in  ordinary  timea,  will  hold  hie  own  with  deeepUve  proepeiity 
I  in  perioda  of  strong  demand  and  unusual  general  prollta.  He  la  not  a  repre- 
not  a  person  whoee  operatione  detennine  the  long-period  price 

first,  rrofessor  Tttumig  in  this  place  ehooeea  to  define  the  marginal  producer  —  and 
ttJB  ia  for  long  perioda  —  as  the  producer  who  drope  out,  or  who  may  be  eipeeted  to 
dropoot.  It  ia  Just  as  possiUe  and  probably  adTiaable  to  define  him  as  the  producer  who 
jmt  stays  in.  The  producers  who  drop  out  might  well  be  called  the  flotsam  and  jetsam 
of  eeonomie  life,  and  the  producers  who  do  not  drop  out  might  be  called  the  **  marginal 
or  priee-deiw mining  producers."  A  definition  of  the  maigmal  producer  as  the  producer 
eho  is  able  to  keep  on  producing  from  year  to  year  may  or  may  not  exclude  the  highest 
tost  ptoduosrs  of  the  price-fixing  period.  It  would  be  eaay  to  determine  just  in  how  far 
the  higbee*  costs  of  the  price-fixing  period  were  the  coste  of  the  "  4y-by-nighte."  Pn>- 
tesor  Taoasig  says  '*  it  would  not  be  in  accord  either  with  current  economic  theory  or 
with  liiisliuni  eiperiwMie  to  give  to  the  least  efficient  manager  (even  if  the  extreme  eases 
«r  **  freaks  **  be  disregarded)  a  dominant  price-determining  poeition.  The  repreeepta> 
thre  fbm  (wherever  in  the  scale  it  is  to  be  found)  ie  in  that  position."  To  say  that  tha 
\  oost  principle  gives  the  least  efficient  producer  a  dominant  price-determininc 
1  Is  very  mueh  like  saying  that  the  last  of  the  ten  men  pushes  the  stone. 

Sseond,  the  Prioa>Fixing  Committee  apparently  used  the  weighted  arithmetic  aver- 
ace  eoat.  wliieh  it  seems  difficult  to  justify.  When  he  argues  for  the  averMce  cost  (or 
Bfiiflthint  like  it)  he  is  probably  arguing  for  the  modal  cost.  The  cotiespondenoe  of 
the  aiithmetie  average  and  the  mode  would  assume  the  di^Mnion  of  a  normal  frequency 
earre,  to  which  cost  data  often  do  not  conform.  In  other  words,  the  average  oost  may 
be  a  very  artificial  figure,  and  may  not  be  the  oost  of  the  representative  producer  at  aU. 

PiofMsor  Taussig's  distinction  between  the  two  causes  for  cost  differencee — the  phys- 
ical and  the  human — ooostituteo  probably  the  meet  important  piut  of  his  discussion. 
Obviously  it  would  be  difficult  to  determine  in  how  far  natural  causes  and  in  how  far 
homan  abilities  were  reqxmsible  for  the  particular  positions  of  producers  in  the  cost  rela- 
tion. To  determine  the  comparative  importance  of  ineradicable  differences  in  soil  or  ore 
bodies,  of  engineering  efficiency,  of  fortuitous  success  or  mishap,  of  good  or  bad  planta 
and  equipment  would  be  difficult,  perhape  even  impossible  in  many  cases,  as  Prof eesor 
Taussig  would  be  willing  to  admit.  However,  if  it  could  be  assumed,  as  he  seems  to 
imply,  that  the  cost  relations  of  mining  products  are  more  affected  by  physical  causes, 
and  the  cost  relations  of  manufactured  products  by  human  ability,  certain  questiona 
arise.  He  believes  that  the  several  mince  would  stand  in  somewhat  the  same  cost  rela- 
tion to  each  other  from  year  to  srear,  but  that  manufaotureis  would  not.  He  is  appar- 
ently more  convinced  of  constant  differences  in  soil  fertility,  etc.,  than  in  human 
ingenuity.  But  even  if  this  were  so,  the  marginal  manufacturer  might  be  a  red-haired 
man  one  year  and  a  black-haired  man  the  next  srear,  and  yet  the  marginal  coet  might  not 
bechanged.  He  admits  that  the  marginal  coet  may  not  shift  appreciably,  even  tho  there 
be  shifts  of  the  producers  who  are  incurring  it.  "  After  all  in  any  set  of  concrete  facta, 
anywhere  and  at  any  time,  we  cannot  expect  to  find  more  than  approximations  to 
eeonomie  normality  "  are  Profeesor  Taussig's  words.  It  is  more  a  matter  of  marginal 
prodnet  and  marginal  cost  than  of  marginal  producer.  Whether  the  high-coet  manu- 
facturers tend  to  disappear  more  n^udly  than  the  high-ooet  miners  is  another  question, 
and  ia  dependent  upon  the  particular  conditiona  of  demand.    It  is  probably  as  commo& 
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employed  for  calculating  the  margin  above  cost.  In* 
deed,  the  common  practice  of  the  most  thoughtful  of  ihe 
price-fixing  agencies  was  the  addition  to  the  average 
cost  or  the  hi^  cost  of  a  margin  representing  a  percent- 
age of  the  average  investment.  This  return  was  sup- 
posed to  represent  a  combination  of  interest  and  profit. 
Thus,  profit  was  assumed  to  bear  a  definite  relation  to 
investment. 

Few  tenable  theories  of  profit  consider  that  the  profit 
of  any  one  entrepreneur  has  anything  to  do  with  his 
investment.  Economists  would  inmiediately  recognize 
that  the  foregoing  analysis  —  in  which  price  was  con- 
sidered the  sum  of  the  hi^  cost  producer's  cost  and  in- 
terest on  his  investment — assumes  Francis  A.  Walker's 
theory  of  profit.  It  was,  of  course,  necessary  to  assume 
some  theory  of  profit.  One  of  the  most  important  rea- 
sons for  price  fixing,  as  has  been  explained,  was  the  pie- 
vention  of  profiteering.  In  some  few  cases  a  minimum 
price  was  fixed  so  as  to  guarantee  the  producers  a  certain 
profit,  but  this  was  not  the  usual  practice.  At  a  time 
when  the  abnormal  conditions  of  demand  and  the  pecu- 
liar limitations  on  supply  allowed  producers  to  reap  a 
profit  which  was  imjustifiably  large,  price  fixing  was 
f  oimd  necessary  in  order  to  restrict  rather  than  to  guar- 

ibrmipettobcolotediipMforinanqli>otaripgg»UhtMihinftn^  Indatd* 

if  Um  kw  of  inoraMinc  raturn  can  be  aMomed  f or  nuAtrfaetiin^ 

«f  dtatmma^  retun  for  mining  op«rmtioos  (and  thia  ia  no  forced  aaaumptioii),  in  the  iaet 
«f  an  incseaainc  demand  and  an  incxeaains  price  the  BBariiBal  nuuiafaetai^ 
theorelieally  be  eomewhat  niore  stable  from  year  to  year  Uian  the  marginal  minlBK  eoa^ 
Of  oourae,  it  oaanoi  be  aaaomed  that  becaoae  we  have  had  rising  prwea  that  we  ha.y  had 
a  general  increased  demand  for  all  prodneta;  and.  with  the  assomptioii  of  a  deereaaed 
<jkmand.  BBargiaal  mining  coeta  wxraU  theoretkally  be  less  affected  than  marginal  mami- 
f aetoring  oosta.  It  might  be  interesting  to  note,  furthermore,  thai  tha  dwiee  of  the 
Bsarginal  coat  for  industriea  where  profit  ariaes  from  artificial  adTantage  and  the  ehoiea 
of  the  arcrage  coat  where  man  ia  responsible  for  hie  gain  seema  to  pcnaHae  abifity,  vnlHi 
it  ia  behered  that  the  entrepreneur  shoold  be  leaaided  for  baring  diaeoieied  or  aftiliaed 
the  better  natural  reaouroea. 

Finally.  Professor  Taussig's  charts  and  figurea  probably  lepieamt  coats  eadusiy^  of 
iatereet,  ahho  ha  does  not  state  this  ezpbeitly.  This  is  a  matter  of  oonaklerabla  tnpor- 
tance,  as  the  apparently  inefficient  producers  may  be  operating  with  a -yery  small  inTirt 
msnt  par  unit  of  product,  and  may  not  be  hag^  eoat  producers  at  all,  if  their  i 
inreatmsnt  be  takea  into  < 
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antee  piofiteu  To  a  large  e3ctenty  then,  price  fixing  was 
profit  regulation.  When  the  producer's  cost  was  used  as 
a  basis  for  price  fixing,  all  of  the  factors  of  production, 
with  the  exception  of  the  entrepreneur,  were  given  prac- 
tically what  the  free  competitive  market  enabled  them  to 
g^.  No  theory  of  wages  or  of  rent  was  necessary  in  a 
cost  analysis.  The  cost  accoimtant  allowed  as  much  of 
these  elements  in  cost  as  was  actually  paid.  But,  inas- 
much as  price  fixing  presupposed  profit  determination, 
some  theory  of  profit  was  indispensable. 

At  this  point  it  seems  necessary  to  discuss  the  theory 
of  profit  —  particularly  in  its  relation  to  price  fixing. 


Ill 

The  economist  is  called  upon  to  answer  certain  f imda- 
mental  questions  in  formulating  a  theory  of  the  en- 
\mpKnsxsT  and  of  profit.  First,  the  economist  must 
determine  who  the  entrepreneur  is  and  what  he  does, 
L  e.,  his  place  in  production.  Second,  he  must  explain 
how  profit  comes  about  and  how  the  different  rates  of 
profit  arise,  i.e.,  the  entrepreneur's  share  in  distribution. 
Third,  the  economist  must  justify  (or  make  clear  that 
there  is  no  justification  for)  profit.  In  the  third  part  of 
the  theory  of  profit,  it  must  be  proved  that  what  the 
entrepreneur  does  is  worth  what  he  gets;  a  mere  ex- 
planation of  how  profit  arises  does  not  constitute  a 
social  justification  for  its  existence. 

The  theory  of  profit  was  developed  late  in  the  history 
of  economic  thought.  The  entrepreneurial  fimction  and 
its  importance  in  modem  industrialism  was  perhaps 
first  clearly  set  forth  by  Francis  A.  Walker.  The  pe- 
riod between  Walker  and  the  modem  theorists,  Clark, 
Schumpeter,  and  Davenport  —  who  seem  to  consider 
the  entrepreneur  the  pivot  on  which  production  and  dis- 
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tribution  hinge  —  has  been  filled  with  theories  of  profit. 
Walker's  theory  of  profit  showed  an  advance  over  the 
earlier  theories  both  because  he  attempted  to  analyse 
the  peculiar  service  of  the  entrepreneur  and  because  he 
attempted  to  explain  the  rate  of  profit.  The  industrial 
experience  with  which  Walker  was  familiar  imdoubtedly 
helped  him  to  formulate  his  theory  of  the  entrepre- 
neurial fimction.  Walker  saw  that  the  rate  of  profit  was 
not  fixed  or  stable  but  varied  for  different  entrepreneurs 
just  as  rent  varied  for  different  pieces  of  land.  He  saw 
that  profits  were  the  differentials  existing  between  costs 
and  prices  and  naturally  varied  inversely  with  costs 
(producers'  or  accoimtants'  costs).  He  contended  that 
the  cost  of  the  marginal  entrepreneur,  i.  e.,  the  no-profit 
entrepreneur,  fixed  the  price  that  prevailed  in  the 
market. 

Altho  Walker  recognized  the  entrepreneurial  func- 
tion, many  of  the  later  economists  were  not  entirely 
satisfied  with  his  description  of  that  function  or  with  his 
justification  for  profit.  Walker  apparently  believed  that 
the  coordinating,  directing  effort  of  the  entrepreneur, 
who  managed  to  keep  his  cost  below  the  marginal  cost, 
was  a  sufficient  justification  for  profit.  In  other  words, 
the  ability  of  an  entrepreneur  to  be  a  (relatively)  low 
cost  producer  was  both  the  reason  for  and  the  measure 
of  profit.  Walker  insisted  that  it  was  efficiency  or 
ability  rather  than  artificial  advantage  that  explained 
the  (relatively)  low  cost  producers;  in  this  way  he  an- 
swered the  socialistic  exploitation  theory  of  profit. 

J.  B.  Clark's  theory  of  profit  offers  no  real  justification 
for  pure  profit.  Clark  considered  the  entrepreneur  a 
composite  person,  who  performs  two  unlike  functions 
and  receives  two  distinct  rewards.  In  his  first  capacity, 
he  is  a  directive  laborer,  whose  compensation  is  in  the 
nature  of  wages;  in  his  second  capacity,  he  is  a  buyer 
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and  sdler,  who  owns  the  product  and  who  makes  a  profit 
by  sellmg  it.^  In  this  capacity  he  apparently  does  little 
to  earn  the  profit. 

The  reward  of  the  entrepreneur  in  his  capacity  as  owner  of  a 
product  comes  to  him  as  rain  from  the  clouds,  throu^  the  action  of 
foroes  lying  beyond  the  range  of  his  dominant  influence.  He  has 
nothing  to  do  but  to  receive  it.  He  must  accept  what  comes  into  his 
treasury,  and  submit  to  what  goes  out  of  it;  the  difference,  which  is 
pore  profit  or  loss,  is  fixed  without  appeal. 

Hawley  subscribed  to  Clark's  belief  in  the  ownership 
of  the  product  as  the  peculiar  function  of  the  entre- 
preneur, but  Hawley  insisted  that  profit  is  earned 
because  of  the  risk  inherent  in  the  ownership  of  the  prod- 
uct. He  took  great  pains  to  distinguish  between  the 
risk  inherent  in  the  use  of  the  capital  and  the  risk  in- 
herent in  the  ownership  of  the  product.  The  coordinat- 
ing or  directing  ability  of  the  entrepreneur,  he  thought, 
earns  him  wages  but  not  profit.  "A  farm  hand/'  wrote 
Hawley,  ''  who  suggests  that  something  be  done  on  a 
farm  and  is  told  to  go  ahead  and  do  it  earns  wages  and 
not  profit." 

These  three  theories  of  profit  are  probably  the  most 
original  contributions  to  the  subject  made  by  American 
economists.*  It  is  interesting  to  consider  how  they 
answer  the  three  fundamental  questions  which  the 
theory  of  profit  must  answer.  Walker  believed  that  the 
entrepreneur  was  the  director  of  the  organization. 
Clark  and  Hawley,  however,  considered  that  his  essen- 
tial fimction  was  the  ownership  of  the  product.  Walker 
asserted  that  profit  arose  when  the  entrepreneur  pro- 
duced at  a  cost  lower  than  that  of  the  marginal  producer. 
Clark  offered  no  justification  for  pure  profit.   The  entre- 

1  It  it  important  to  note  in  this  connection  that  the  accountant  allowa  the  diieotiye 
laborers*  lalariea,  which  are  included  in  coat. 

*  It  is  regretted  that  the  woopt  of  this  paper  does  not  admit  of  a  discussion  of  some  of 
the  other  important  theories  of  American  economists  —  e.  g.,  Carver,  Davenport. 
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preneur,  as  directive  laborer,  received  a  wage.  But  the 
entrepreneur,  as  owner  of  the  product,  received  profit  or 
loss  as  rain  from  heaven;  he  was  the  ben^ciary  of 
dynamic  changes.  Hawley  attempted  to  justify  profit 
by  emphasizing  the  risk  inherent  in  the  ownership  of  the 
product. 

A  description  of  the  entrepreneur  and  of  his  function 
must  take  into  consideration  the  fact  that  in  most 
modem  business  organizations  ''  the  stockholders  of  a 
corporation  as  a  group  ultimately  form  its  entrepreneur, 
and  the  bondholders  merely  supply  the  capital  factor."  ^ 
Of  course,  the  distinction  between  a  stockholder  and  a 
bondholder  is  often  hard  to  recognize.  The  investor 
who  buys  a  few  shares  of  common  stock  performs  no 
very  different  function  from  the  investor  who  buys  a 
bond.  Both  supply  the  corporation  with  capital; 
neither  have  any  very  real  control.  The  stockhcdder 
theoretically  has  a  small  amount  of  control  and  the 
bondholder  has  a  certain  amount  of  contingent  oontroL 
The  stockholder,  however,  expects  a  hi^ar  return,  at 
least  during  certain  periods,  apparently  because  the 
claim  of  the  bondholder  on  the  income  of  the  corpora- 
tion is  prior  and  more  secured.  The  hybrids,  income 
bonds  and  preferred  stocks,  illustrate  the  difficulty  in 
drawing  hard  and  fast  distinctions  between  stocks  and 
bonds. 

It  might  be  important  to  draw  a  distinction  between 
two  classes  of  stockholders :  (1)  the  stockholders  ^o  buy 
for  investment:  (2)  the  stockholders  who  own  a  suffi- 
cient amount  of  the  stock  to  exert  a  real  contrtd.  The 
investing  stockholders  furnish  capital,  and  are  not  very 
different  from  bondholders  except  that  they  take  a  larger 
risk.     They  perform  no  real  entrepreneurial  function 
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€xoept  in  a  vague  indirect  way.  The  second  class  of 
stockholders  constitute  the  entrepreneur.  Their  return 
may  be  no  different  from  the  return  of  those  in  the 
first  clasSi  but  the  justification  for  it  is  very  different. 
The  fact  remains,  however,  that  the  body  of  stock- 
holders, or  a  part  of  the  body  acting  through  the  direc- 
tors, is  ultimately  responsible  for  the  success  of  the 
corporation.  They  direct  and  control  their  organization 
in  the  same  sense  that  the  American  people  direct  and 
control  their  government.  The  administration  of  a  coun- 
try actually  directs  it,  but  the  administration  is  responsi- 
ble to  the  people.  The  laborer,  as  Hawley  insisted,  may 
have  a  part  in  the  direction  of  policy,  but  he  is  ulti- 
mately responsible  to  the  entrepreneur  or  stockholders. 
The  efficiency  engineer,  as  Veblen  suggests,  may  deserve 
the  credit  for  a  low  cost  of  production,  but  he  is  em« 
ployed  and  discharged  by  the  directors,  who  in  turn  are 
responsible  to  the  stockholders. 

The  control  of  the  corporation  ultimately  rests  in  the 
hands  of  the  entrepreneur.  The  ownership  of  the  prod- 
uct, furthermore,  is  another  of  his  functions.  An  entre- 
preneur may  have  many  functions,  but  it  is  important 
to  define  his  essential  functions  in  order  to  justify  profit. 
The  shoe  repairer,  for  example,  who  might  conceivably 
own  his  own  land,  shop,  and  capital,  and  who  might 
hire  no  laborer  thinks  of  his  entire  selling  price  as  profit. 
A  highly  developed  economic  theory,  however,  would 
analyze  the  functions  of  such  a  shoe  repairer  as  follows: 
landowner,  capitalist,  laborer,  owner  of  the  product,  and 
director.  The  f imction  of  the  director  might  be  divided 
and  subdivided.  From  this  point  of  view  the  classifica- 
tion of  the  factors  of  production  as  three  or  four  clearly 
defined  units  may  seem  a  misleading  simplification. 
There  are  a  great  many  factors  which  enter  into  pro- 
duction even  tho  all  of  them  may  be  embodied  in  one 
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person — as  in  the  case  of  the  shoe  repairer.  The  econo- 
mist, however,  can  only  deal  with  tiie  essential  forces 
which  function  in  the  productive  process,  and  usually 
attempts,  for  practical  purposes,  to  identify  these  forces 
with  definite  and  existing  classes  of  persons.  The  econ- 
omist, thus,  does  well  to  disregard  or  to  subordinate 
the  less  essential  functions  of  the  different  factors  of 
production.  The  essential  functions  of  the  entrepreneur 
are  the  direction  of  policy  and  the  ownership  of  the 
product. 

The  second  problem  that  confronts  the  economist  is 
the  explanation  of  how  profit  comes  about  and  how  dif- 
ferent rates  of  profit  arise.  Certainly,  the  direction  of 
policy  and  the  ownership  of  the  product  do  not  explain 
the  existence  of  profit.  The  entrepreneur  may  direct  the 
corporation,  own  the  product,  and  yet  earn  no  profit. 
Profit  arises  when  the  entrepreneiu*  buys  or  produces 
more  cheaply  than  he  sells.  Altho  there  are  different 
kinds  of  profits  ranging  from  profit  on  real  estate  trans- 
fers to  jobbing  profit  and  manufacturing  profit,  profit 
arises  when  the  entrepreneur,  as  director  of  the  under- 
taking and  owner  of  the  product,  sells  at  a  hi^ar  price 
than  he  buys  or  produces.  In  a  competitive  market  for 
a  standardized  article  under  normal  conditions  (i.  e., 
when  neither  demand  nor  supply  is  abnormally  great  or 
small)  price  tends  to  be  equal  to  the  marginal  cost  of 
production  and  profit  is,  therefore,  a  differential  between 
the  marginal  cost  and  other  costs.  But  when  there  is  no 
competition  (as  in  the  case  of  monopolies),  or  where 
there  is  no  standardization  (as  in  the  case  of  some  classes 
ol  real  estate,  or  some  articles  advertised  as  ''  speciali- 
ties ''\  or  when  demand  and  supply  are  abnormal  (as  in 
the  period  during  the  war)«  price  varies  widely  from  the 
marginal  producer  s  expense  and  profits  or  losses  bear  iio 
rdau<»is  whatsoever  to  costs  of  productioii. 
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The  explanation  of  how  profit  arises  may  constitute 
no  social  justification  for  it.  The  entrepreneur's  func- 
tion in  production  must  justify  or  fail  to  justify  his  share 
in  distribution.  The  theories  of  Walkar  and  Hawley 
represent  two  different  methods  of  justifying  the  entre- 
preneur's claim  to  profit.  Walker's  theory,  however, 
explains  how  different  entrepreneurs  are  entitied  to  dif- 
ferent rates  of  profit,  whereas  Hawley's  theory  does  not. 
In  a  competitive  market  or  in  a  price-fixed  market  where 
price  is  approximately  equal  to  the  cost  of  the  marginal 
producer,  profit  is  earned  by  an  entrepreneur  when  his 
cost  is  kept  beneath  that  of  the  marginal  producer  and 
the  amount  of  his  profit  is  determined  by  the  extent  to 
which  he  can  reduce  his  cost.  This  represents  Walker's 
justification  for  profit. 

Hawley  attempts  to  justify  the  entrepreneur's  profit 
by  the  risk  inherent  in  owning  the  product.  There 
tseems  to  be  no  risk  in  ownership,  per  ae,  that  would  war- 
rant compensation.  The  risk  in  the  ownership  of  the 
product  can  be  analyzed  into  two  parts:  the  risk  in- 
herent in  the  possibility  of  not  getting  profit,  and  the 
risk  of  losing  the  capital  or  a  part  of  the  capital  invested 
in  the  product.  With  respect  to  the  first  kind  of  risk,  no 
factor  in  production  is  absolutely  assured  of  a  share  in 
distribution.  This  is  true  of  the  laborer,  altho  it  is 
more  conspicuous  in  the  case  of  the  capitalist  and  land- 
owner. If  an  entrepreneiir  were  to  be  compensated 
according  to  the  risk  he  ran  of  getting  profit,  the  most 
inefficient  entrepreneurs  could  expect  the  highest  rate  of 
profit.  With  regard  to  the  second  kind  of  risk,  Hawley 
acknowledges  that  this  is  a  capitalist's  risk  and  not  an 
entrepreneur's  risk.  If  the  entrepreneur  uses  his  own 
capital,  he  takes  a  risk  as  capitalist  and  not  as  entre- 
preneur. If  he  borrows  his  capital,  the  lender  takes  the 
risk.    The  risk  inherent  in  the  ownership  of  the  product 
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offers  no  sufficient  justification  for  profit  nor  does  it 
e3q)lain  the  variations  in  profit.  The  justification  for 
the  varying  yields  on  capital  due  to  different  degrees  of 
risk  has  bmn  generally  recognized.  The  capitalist  does 
not  only  take  the  risk  of  not  getting  interest  but  he 
stands  the  chance  of  losing  his  capital,  i.  e.,  the  source  of 
his  income.  When  a  laborer  is  paid  a  high  wage  in  a 
dangerous  occupation,  he  is  compensated  for  the  risk  of 
losing  his  Ufe  or  limb  and  not  for  the  risk  of  losing  his 
wage. 

A  qualification  of  Walker's  theory  of  profit  represents 
the  most  satisfactory  theory  that  has  been  evolved. 
Profit  is  justified  because  the  entrepreneiu*  directs  or  is 
responsible  for  production  which  is  more  efficient  than 
the  marginal  production.  There  are  two  factors,  how- 
ever,  which  Walker's  theory  either  neglected  or  failed  to 
emphasize.  First,  profit  often  results  from  artificial 
advantage  rather  than  efficiency.  Second,  the  hi^er 
prices  obtained  by  expensive  sales  organizations  for 
advertised  articles,  which  represent  no  exceptional 
quality,  result  in  profits  which  cannot  be  justified  by 
any  claim  of  productive  efficiency. 

Walker's  theory  of  price  and  profit  enabled  the 
construction  of  a  price-fixed  market  which  could  ap- 
proximate a  normal  competitive  market.  To  future 
estimated  unit  costs,  based  on  the  accountant's  cost 
analysis,  it  was  only  necessary  to  add  interest  and  the 
risk  premium  for  the  use  of  capital.  The  amount  of 
pure  interest  should  have  been  small  —  probably  about 
3  per  cent  or  4  per  cent.  The  risk  premium  would  have 
had  to  be  determined  in  each  particular  case  by  the 
price-fixing  agency.  Such  risk  premiums  should  have 
varied  for  different  producers  and  for  different  indm?^ 
tries.  Past  stability  of  earnings  or  othejr  crit 
have  been  employed  for  the  detenninat 
ages  to  be  allowed  for  risk.     "^ 


icjr  criteri^j^j^^ 
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After  adding  interest  and  the  risk  premium  to  all  the 
eosts  obtained,  the  marginal  cost  should  have  be^i 
chosen  to  represent  the  price.  This  marginal  cost  would 
have  represented  Walker's  marginal  producer's  expenses 
or  marginal  cost  of  production.  In  some  cases,  in  order 
to  insure  the  production  of  the  marginal  producers,  it 
was  necessary  to  add  a  margin  above  cost  (including 
interest  and  the  risk  premium).  But  this  margin  was 
not  a  profit  but  a  margin  justified  by  expediency,  for  the 
marginal  producer  was  entitled  to  no  profit. 

Even  when  the  price-fixing  agencies  used  the  ac- 
countant's marginal  cost  (in  which  no  interest  was  in- 
cluded) —  they  usually  allowed  a  return  of  10  per  cent 
or  15  per  cent  on  the  average  investment  rather  than  on 
tiie  investment  of  the  marginal  producer.  This  method 
was  the  result  of  certain  misconceptions  or  of  an  un- 
warranted assumption.  First,  the  marginal  producer 
was  allowed  interest  on  the  average  investment  rather 
than  on  his  actual  investment.  Second,  profit  and 
iDterest  were  supposed  to  be  covered  by  the  return  on 
investment.  Such  a  measurement  of  profit  in  terms  of 
iDvestment  was  the  result  either  of  the  misconception 
that  profit  is  paid  for  the  risk  in  using  capital  or  the  im- 
warranted  assumption  that  there  is  for  every  producer 
an  established  rate  of  profit  that  represents  a  certain 
percentage  of  his  investment.  Thus,  it  was  assumed 
that  the  ratio  of  profit  earned  on  investment  by  the  high 
cost  producers  would  tend  to  be  equal  to  the  ratio  of 
profit  earned  on  investment  by  the  low  cost  producers. 
This  assumption  implied  that  all  entrepreneiurs  had 
about  the  same  ability — an  implication  both  imtrue 
and  dangerous.  No  theory  of  profit  should  have  failed 
to  take  into  consideration  individual  assiduity  and  in- 
telligence. An  entrepreneur's  ability  to  be  a  low  cost 
producer  did  not  depend  entirely  upon  his  investment. 
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IV 

The  proper  application  of  the  cost  method  of  price 
fixing  enabled  an  ideal  approximation  to  a  normal 
competitive  market.  Misapplications  of  this  method, 
however,  were  nmnerous  and  imjustifiable. 

The  post-production  method  of  fixing  a  separate  price 
for  each  manufacturer  may  have  limited  profit  but  it 
enco\u*aged  extravagant  reward  for  the  other  factors  of 
production.  In  ante-production  price  fixing,  where  a 
single  price  was  set  for  the  industry,  the  exclusion  of 
interest  from  cost  and  the  use  of  the  average  investment 
for  the  determination  of  the  margin  above  cost  was 
based  on  a  confusion  of  interest  and  profit.  The  ac- 
countant's misconception  of  profit  should  be  corrected 
in  that  the  business  man  depends  largely  upon  him  in 
the  matter  of  price  determination.  The  accountant's 
misconception  of  profit  constitutes  a  future  danger 
especially  in  those  industries  where  a  few  of  the  most 
important  producers  fix  prices.  Such  producers  could 
be  expected  to  take  particular  interest  in  the  account- 
ant's cost  analysis.  Of  course,  such  price  fixing  should  be 
declared  illegal.  A  mere  imderstanding  of  the  nature  of 
profit  should  show  clearly  that  the  costs  of  one  producer 
or  small  group  of  producers  do  not  constitute  a  sufficient 
basis  for  price  determination. 

Kempeb  Simpson. 

Fkdkral  Trads  Commission, 

WASmNOTON,  D.  C. 
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DEBTS,  REVENUES  AND  EXPENDITURES 

AND  NOTE  CIRCULATION  OF  THE 

PRINCIPAL  BELLIGERENTS 

SUMBIART 

L  Poblie  Debts,  161.-11.  ReroiueB  and  Expcoditurefl,  100.— 
m.  Note  CSreuktaon,  179. 

I.  Public  Debts 

SmcE  the  begiiming  of  the  war  sixteen  of  the  bellig- 
erent countries  have  contracted  new  obligations  to  the 
extent  of  $212,268  millions  or  $329.91  per  capita.  The 
contribution  of  Allied  countries  to  this  total  is  $149,357 
millions  or  $300.85  per  capita,  and  that  of  the  Central 
Powers,  $62,911  millions  or  $428.05  per  capita.  In  the 
same  period  of  time,  the  annual  requirements  of  the 
debt  have  increased  $8,217  millions  or  $12.77  per  capita, 
representing  a  charge  against  the  combined  national  in- 
come to  the  extent  of  eight  and  one-half  times  its  pre- 
war proportions.  Of  this  amount,  $5,099  millions  or 
$10.28  per  capita  is  assessable  against  the  Allied  Powers, 
and  $3,118  millions  or  $21.22  per  capita  against  the 
Central  Powers. 

The  distinction  of  having  the  lowest  per  capita  debt 
of  all  the  belligerents  during  the  pre-war  period  falls 
to  the  United  States.  At  the  most  recent  date,  Great 
Britain  leads  all  its  allies  and  associates  as  well  as  its 
former  opponents  in  per  capita  indebtedness;  France 
comes  next,  with  New  Zealand  and  Italy  closely  follow- 
ing. In  the  group  of  Central  Powers,  Germany  occupies 
the  unique  position  of  having  both  the  lowest  per  capita 

161 
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debt  at  the  outbreak  of  the  war  and  the  highest  per    j 
capita  debt  among  its  allies  at  the  present  tune.  i 

A  rough  comparison  of  the  per  capita  debt  of  the 
principal  belligerents  at  the  outbreak  of  the  war  and  at 
the  most  recent  date  indicates  the  following  approxi* 
mate  increases:  Germany,  thirty-threefold;  United 
States,  twenty-onefold;  Great  Britain  and  Russiai  ten- 
fold; Austria  and  Himgary,  fivefold;  and  France  and 
Italy,  fourfold.  Only  one  nation  has  emerged  from  the 
great  conflict  imscathed  financially,  namely,  Japan. 

The  smnmary  on  page  164  presents  figures  relating 
to  the  public  debt  of  sixteen  countries.  In  using  the 
data,  it  should  first  be  remembered  that  all  amounts 
are  gross  and  that,  therefore,  duplication  exists,  the 
elimination  of  which  would  reduce  the  aggr^ate  ap- 
proximately $22,950  millions.  The  loans  of  belligerent 
powers  to  their  allies  and  associates  are  reflected  in 
expenditures  and  hence  in  the  public  debt,  and  no 
allowance  is  made  therefor  in  the  statement  of  gross 
indebtedness.  That  these  advances  are  of  no  small  con- 
sequence may  be  observed  from  the  following  figures: 
United  States  (to  September  2,  1919),^  $9,684  millions; 
Great  Britain  (to  March  31,  1919),  £1,739  millions  or 
$8,463  millions;  *  Japan  (to  September  1,  1918),  1,152 
million  yen  or  $574  millions;  and  France  (to  May, 
1919),  12,500  million  francs  or  $2,413  millions.^  The 
debt  of  Austria  and  Himgary  to  Germany  was  reported 
as  4,500  million  crowns  to  the  end  of  1917  or  $914  mil- 


>  Diitributod  m  foDowt  (miDioos  of  doOan):  Bdgiiiin.  848;  Cubtt.  10; 
■loTmlda,66;  FHnoe,  3,048;  Great  Britain.  4.316;  Gneoe.48;  Italy,  1,619;  libai^  ft; 
Rumania,  25;  Russia,  187;  Serbia,  27.  Tkew  are  credits  estahiished,  Cf.  New  Yoik 
Times,  September  12, 1010. 

*  Dirided  as  foUows  (miUioiM  of  pounds):  Russia,  568;  Domininw.  171;  n«MBS|, 
484;  Italy,  413;  Belgium,  87;  Serbia,  10;  othera,  47.  Pax&unntaiy  Dsbataa,  HooM 
ol  Commons,  April  30. 1010.  toL  115,  Na  52.  pp.  106  eiseq. 

•  As  stated  by  M.  Klots,  Minister  of  Financa,  London  Konnomist.  J«bs  7,  lAlO,  pt. 
1046.   CoMbts  ol  advances,  7,250  milKon  franca,  and  mstsrisls.  5>000 1 
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HaoB,^  and  the  amounts  advanced  to  Bulgaria  by  Ger- 
many totaled  2|640  million  francSi  or  $510  millions.* 
Tuik^  received  assistance  to  the  extent  of  $370  millions 
from  Germany  and  $10  millions  in  gold  from  Austria 
«iid  Hungary.* 

Another  consideration  to  be  borne  in  mind  is  the  rep- 
arations which  the  Allied  Powers  will  exact  from  Ger- 
many and  its  allies.  This  circumstance  will  operate  to 
reduce  appreciably  the  debt  of  some  of  the  Allied  bellig- 
erents and  shift  the  burden  to  their  defeated  opponents. 

Of  greater  importance  than  the  reduction  of  gross 
debts  to  a  per  capita  basis  is  the  relation  of  national 
wealth  to  public  indebtedness,  on  the  one  hand,  and  of 
national  income  to  debt  charges,  on  the  other.  Both 
ivealth  and  income  determine  the  abihty  to  stand  the 
financial  strains  caused  by  the  war.  Unfortunately 
official  figures  of  national  wealth  and  income  at  the 
present  time  are  lacking  and  pre-war  estimates  only 
are  available,  which  are  more  or  less  reliable  but  in- 
comparable because  the  theories  behind  them  are  at 
variance.  For  rough  comparative  purposes,  however, 
these  estimates  afford  a  basis  from  which  to  judge  the 
financial  standing  of  the  principal  belligerents  at  the 
present  moment. 

Before  the  war,  the  national  wealth  of  the  twelve 
belligerent  countries  specified  in  the  table  below  was 
mortgaged  to  the  extent  of  4.84  per  cent  and  the  debt 
charges  amounted  to  1.29  per  cent  of  the  national  in- 
come. At  the  most  recent  date  for  which  statistics  are 
available,  the  debt  expressed  as  a  pereentage  of  pre-war 
national  wealth  increased  to  41.45  whereas  the  debt 

>  l/EtemonatU  IVmncaim  March  30.  1918,  pp.  288.  280.  A  eradit  of  100  miUioa 
BMrika  WM  flstabliahed  monthly,  of  which  63.0  per  cent  went  to  Austria  and  36.4  per  cent 
toHmissiy. 

s  stock  Eschance  Qaiette.  April  10, 1019,  p.  446. 

•  Journal  dee  Eeonomietee,  June  16, 1019,  pp.  822-«M. 
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SmauBT  or  Public  Dbbtb  or  PsiMaPAL  BBLUonnrrs* 

(MUUoBdoOan) 

A.    AUM  Poweri 


Before  entering  the  war 

Country 

(thou- 
sands) 

Date 

Debt 

Annual 

debt 
oharges 

Debt 

(<SS^) 

Debt 
ehargss 

eapita 
(do£n) 

United  States... 
Great  Britain... 

Canada 

Australia 

New  Zealand... 

Franoe 

ItiOy 

Japan 

Rusfia 

106.653 

46.089 

8.361 

4.971 

1.162 

89.700 

86.717 

57.998 

182.188 

7.658 

4.950 

Mar.  81. 1917 
Aug.     1.1914 
Mar.  81. 1914 
June  80. 1914 
Mar.  81. 1914 
July  31. 1914 
June  80. 1914 
July  31.  1914 
Jan.      1.  1914 
Jan.     1. 1914 
Deo.  31. 1913 

1.208 

8.458 

886»< 

93" 

440" 

6.508 

8.081> 

1.261* 

5.092 

722" 

189 

28« 

119» 
18" 

^^ 

252i 
103i 
54* 

218* 

26" 

8> 

11.88 
75.08 
40.19 
18.71 
888.82 
166.90 
82.55 
21.74 
27.05 
04.28 
87.96 

0J2 
2J8 
1.55 
0.60 
1L19 
6.85 
SJl 
0.98 
1.90 

Belgium 

Qreeoe 

8.96 
1.68 

Total 

496.442 

22.433 

881 

45.19 

1.67 

B.    CmUral  Poweri 


Germany 

Austria 

Hungary 

Turkey 

Bulgaria 

67.812 
80.958 
21.410 
21.274 
5.518 

Oot.     1.  1918 
Aug.     1.1914 
Aug.     1.  1914 
Mar.  31. 1914 
July    ...1914 

1.165« 

2.631" 

1.602" 

667 

171i 

42« 

101" 

53" 

45»« 

Si 

17.18 
84.09 
74.89 
81.85 
80.09 

0.62 
8JW 
2.48 
9.19 
1.45 

Total 

146,972 

6.236 

249 

42.48 

1.60 

Grand  total  . . 

643.414 

28.669 

1.080 

44.56 

1.68 

1  In  1918'or  on  latest  STailable  date.   Statistioal  Abatraot  of  the  United  Btatea,  1918, 
D.  842. 

*  Aooording  to  Riooardo  Bachi.  "  L'ltalia  Eoonomioa  nel  1917.**  Berue  FlnanfliAie 
et  Eoonomique  d'  ItaUe.  February.  1919,  pp.  90-32. 

*  Inoludes  ourrenoy  debt  of  $33,841,000.    Of.  Stotesman*s  Yeariwok,  1916.  p,  989. 

*  Stotistisohes  Jahrbuoh  fOr  das  deutsche  Reioh.  1915.  p.  850. 

i  Statesman's  Yearbook,  1916.  p.  761.     Interest  oharges  indude  an  ^rtiiMitmt 
amount  for  interest  at  4  per  oent  on  treasury  bills. 

*  Interest  for  the  year  ended  June  30.  1916.    StatisUosl  Abstraot  ol  the  United 
Stetes,  1918.  p.  672. 

^  Cf-  BuLletin  d^  dt&tbtiauA  et  d«  UeklAtioa  Com»ftr4e,  AvaU,  1919,  pp.  788  et  aeq. 
i«r»t  Kt  uiOt!.i  rtw^Dt  date  coven  debt  tiuuxc  dI  £3^,9^.000  as  estimatad  by  the 
lauoellor  nf  th«  t^xch^uer  fdir  1919  pliu  4  p^  oent  tjatereat  on  the  newkMui,  reeently 


IXLlareii  I 

Chaooellor  c  ,  .  _  -  _ 

floated,  of  £fK^  milliooe.     Cf.  Loudon  Ecooomist.  July  2t,  1019.  p.  124. 

•  atatoMwi's  Vwrbook,  lOlS.  p  S^. 

*  Japan  Fuunoial  and  Economic  Monthly «  September,  1914.  p.  49. 
^*  dtat«smaa%  Ysari»ok,  1&L6,  p  139^.  Aetual  mt^mt  for  1918. 
K  Statesman's  Yearbook.  1^11»,  p.  6^2. 

^  Ibid..  1915,  p.  680.     A«tu&l  mt«t»t  ffir  1013. 
»  Ibid,,  1015,  p,  im.     Eatim«t?d  for  1914-1015. 
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SomABT  or  PuBUO  Dkbub  of  Principal  Bbluqbrsmtb 

(IfflHoii  doDan) 
A.    AUiedPowen 


At  moit  recent  date 

Gontiy 

Data 

Debt 

Annnnl 
^debt 
ohariee« 

Debt 

pw 

eiSta 

(deiCn) 

Debt 
ehnrgei 

Okwft  Britain 

OwMb 

Anc  81. 1919 
July  20. 1919 
Mnr.  81. 1919 
Dee.  81. 1918 
Mnr.  31. 1918 
Mnr.  81. 1919 
Biey  30. 1919 
Mnr.  81. 1919 
Anc  81. 1919 
April    1.1919 
Mnr.  81.  1919 

20.607U 

87.067»« 

1.684" 

1.019" 

734M 

80.404 
16.000»» 

1.264" 
64.402" 

1.880" 
621M 

804>' 
1.421» 

116" 

60" 

22N 

1.030M 

677W 
62M 

700» 
86" 
18" 

240.88 
817.04 
180.46 
826.00 
031.07 
706.11 
406.78 
22.14 
206.01 
240.07 
106.26 

6.88 
80.83 
18.76 

10.00 

NnrZMkBd 

18.03 
46.01 

lt««F 

16.71 
0.00 

HVMI 

4.20" 

TTiLuj.. 

11.10 

Qmm  

8.04 

Total 

171.790 

6.030 

840.04 

11.06 

B.    Central  Powen 


Gennnny 

Sept.  30. 1010 
Oet   31.1018 
Oet   31.1018 
Aug.  31.  1018 
Mar.  ...1010 

40.007" 

17.071" 

6,900" 

2.002" 

1,168" 

2.201" 

022" 

347»» 

88" 

109" 

680.07 
661.42 
410.11 
04.11 
200.80 

32.40 

Antrin 

20.00 

HuBfuy 

10.21 

Tukey 

Bol^rin 

4.14 
10.76 

TotiJ 

00.147 

3.307 

470.48 

22.01 

Grmnd  total 

240.937 

9.207 

374.47 

14  46 

>«  For  the  year  ended  Mareh  31.  1016.    Statceman*a  Yearbook.  1016.  p.  1308. 

"  New  York  Timea.  Smtember  4.  1919. 

"  Tiondon  Eeonomist.  August  2,  1010.  p.  178. 

IV  Aeeoiding  to  an  official  statement  made  by  the  Minister  of  Finanoe  on  July  10, 
1010.  Cr.  L*Eeonomiste  Europ4en.  July  18.  1010.  p.  43,  and  London  Eeonomist.  July 
20. 1010.  p.  130. 

"  Japan  Financial  and  Eoonomic  Monthly,  April.  1010.  p.  18. 

"  Inehides  66.340  million  rubles  of  currency  notes  estimated  a*  issued  by  the  Bol- 
iheinki  from  October  26, 1017  to  August  31.  1910.    See  text,  infra. 

M  L'Eeonomiste  Europ4en.  April  11.  1910.  p.  228. 

"  As  estimated  by  Dr.  Demburg.  Minister  of  Finanoe.    Berliner  Zeitung.  May  3, 

"  L'Eoonomiste  E!urop4en,  February  14.  1010.  p.  110.    Official  figures. 

"  Ibid^  May  30.  1919.  p.  340. 

"  Ibid..  May  0.  1910.  p.  293.    Official  statement  by  Minister  of  Finance  Daneff. 

"  L'  Eoonomiste  £urop4en.  March  14,  1019,  p.  176. 

>*  As  stated  by  M.  Klota.  Minister  of  Finance.  London  Eeonomist.  June  7.  1919, 
pp.  1046etseq. 

"  Ousetta  Uflleiale  del  Regno  d*  Italic.  May  6, 1919.  and  L'Economista  Europlen. 
June  13, 1919,  p.  370. 
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charges  as  related  to  pre-war  national  income  rose  to 
11.21. 

Of  all  the  twelve  nations,  the  United  States  shows  the 
smallest  percentage  of  mortgaged  wealth  before  the  war, 
while  Germany,  as  in  its  per  capita  indebtedness,  holds 
the  same  record  with  reference  to  the  group  of  Central 
Powers.  Tm-key's  pre-war  debt  expressed  in  terms  of 
national  wealth  heads  the  list  of  all  countries  and  Italy 
holds  the  leading  position  in  the  Allied  group. 

At  the  most  recent  date,  Turkey  falls  to  third  place 
among  the  Central  Powers,  with  Austria  at  the  head  and 
Hungary  second.  Of  all  the  powers  (save  Japan),  Bel- 
gium shows  the  lightest  effects  of  the  war  and  if  Russia 
is  excluded,  Italy  still  retains  the  highest  ratio  in  the 
allied  group,  excelled  only  by  Austria  as  far  as  the  other 
nations  are  concerned. 

With  respect  to  interest  and  other  debt  charges  as 
related  to  national  income,  the  ratio  is  of  prime  signifi- 
cance in  so  far  as  the  foreign  debt  is  involved.  Pay- 
ment of  these  charges  by  any  nation  entails  the  transfer 
of  a  portion  of  its  income  elsewhere  and  affects  its  ex- 

>•  Estimate  of  M.  TodoroT.    L'Eoooomista  Europten.  Febroaqr  22, 1918,  pw  126. 

•  This  ta)>le  repreMots  in  wwiDtial  parts  a  reriaion  off  figuroa  giTen  in  a  pnmam 
aitioleCQuarterlyJoarnalofEoonomioa,  May.  1919).  WhererernorefamieeBavamada^ 
tha  reader  ia  kindly  lefeired  to  thia  preYioai  artide  for  sooroea  of  infformatinti  Hie 
ratea  of  oonTenion  into  dollars  are  as  toUows:  1  lira  or  frano  "  19^  eenta;  1  pound  * 
•4.8M5;  1  mark  -  23.8  oents;  1  ruble  -  51.5  oents;  1  Austrian  etown  -  20]3  eenta; 
ITurkishpound  -84-40;  lyen  -49.85oents:  1  Greek  drachma  -  19^  eenta;  IBuI- 
garian  lera  —  19.3  oenta. 

M  Intereet  ohargee  as  computed  for  the  year  ended  Mareh  31, 1918.  Tnasiniich  as 
the  public  debt  has  undercone  but  a  shght  change  in  the  fiaeal  year  1919,  the  intetert 
ehaigea  for  1918  may  be  taken  as  fairly  repceeentatiTe  for  the  current  yenr. 

«  Debt  aerrioe  for  1918.    SUUstMal  Ah^tiaet  of  the  Unit«d^8tatMri918jK  84ft. 

intennl  debt  of 
Noi 


iuded  on  tue  amount  of  currency  notes  osued  by  the  JSoWmtiki. 

"  Accordu^  to  the  Budget  speech  of  Sir  IVtmaa  White  on  June  5. 1919.   Of. 
taiT  TImea.  June  ««  1919.  pp.  2^-35. 

M  3tateaosan*s  Yearbook.  1919.  pp.  410.  411. 

M  Quarterly  aununary  of  AuatnJian  Statiatics,  December.  1918.  p.  84. 

M  Computed  by  the  writer. 

>*  Rrtimated  interset  ohargee  for  1920,  eiduaiwe  of  iMuiisiuna  for  —ottiai 
ledeeuptmn.    dlateaman*e  Yenrbook.  1919,  p.  446^ 

"^ateeman*e  Ytnrbook.  1917.  p.  414. 

»  Oftc«aYi*rBookora»CoaunonvealthQf  AuBteafia.No.l0.ppL74ft-748. 

«  Srtuaattdal  theinteof  4|^psreent. 

^  Inohsdee  uheigie  fur  assoiikaatmn  and  ifdewMtinn  ahsisiui  ptuiiaion  ban  fa 

■mdethwelui.   Uthee«»of ptnc4knllbrnlthepnMpnlbelKgerantBthnicvaaiKaMn 
aahfna  Wftewnt  inlmmd  <" 
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change  situation  adversely.  That  the  debts  held  in 
foreign  countries  assume  considerable  proportions  ap- 
pears from  the  figures  presented  above  on  tiie  advances 
by  allied  and  associated  governments.  But  to  these 
amounts  there  must  be  added  loans  floated  and  credits 
furnished  by  private  individuals  and  banking  institu- 
tions abroad.  The  total  foreign  debt  of  Great  Britdn 
on  March  31, 1919  was  $6,570  millions;  ^  that  of  France 
on  March  31,  1919,  approximately  $5,211  millions;* 
and  the  foreign  debt  of  Italy  on  May  30,  1919,  about 
$3,669  miUions.' 

The  ratio  of  debt  charges  to  national  income  also 
serves  as  an  index  to  the  proportion  of  annual  income 
that  must  flow  into  the  coffers  of  the  government  in  the 
shape  of  taxes.  So  far  as  the  national  income  is  con- 
cerned, the  process  may  be  described  as  taking  money 
from  one  pocket  and  putting  it  into  another;  but  so 
far  as  individuals  or  classes  of  individuals  are  con- 
cerned, the  problem  is  of  great  moment.  For  example, 
in  the  United  States  where  the  personal  income,  cor- 
I>oration,  and  excess  profits  taxes  are  the  pillars  of  gov- 
ernment finance  and  where  the  average  workman  is 
httle  affected  by  their  operation,  the  present  interest 
charge  is  in  effect  an  agency  which  helps  to  redistribute 
the  national  income.  The  government  takes  out  of  the 
pockets  of  the  tax-paying  classes  funds  in  the  form  of 
taxes  and  distributes  them  in  the  shape  of  interest 
among  the  holders  of  bonds,  consisting  to  an  appreciable 
extent  of  the  untaxed  classes.  The  ratio  of  debt  charges 
to  national  income  measures  the  relative  burdens  of 
futiUB  taxation. 

>  Pte&unentary  Debates.  Houae  of  Commons,  April  30.  1919.  toI.  115.  No.  02. 
pp.  106  et  seq. 

>  As  sUted  by  Finanoe  Minister  Klots  on  May  27. 1919.  London  Economist.  June  7. 
1919.  p.  104ft. 

s  As  sUted  by  the  Minister  of  Finance  on  July  10.  1919.  London  Economist. 
Jidy  a6»  1919.  p.  136. 
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The  following  table  gives  the  details  with  respect  to 
twelve  countries. 


FlNAHGlAL  StAHDING  Or  PUNCIPAL  BuXlOSBBfTB 
/  (MOUon  doDtts) 

A.     AUied  Poweri 


Pre>war 
national 

WMlthi 

Pre-war 
national 
income! 

war 

Atmoatreeent 
date 

Coontry 

Debt 

of  na- 
tional 
wealth 

oentace 
tioSi 

Debt 

of  B»- 

tiooal 
weatth 

Debt 
ehaiCM 

^^ 
tional 
ineome 

United  StotM 

Gnat  Britain 

IVanoe 

ItiOy 

Japan 

KiiHia 

204,400 
00.600 
58.600 
22,800 
11.700 
00.000« 
15.000 

11.000 
6.000 
4.000 
1.700 
6.600 
1,300 

0.60 
4.07 
11.28 
13.20 
10.78 
8.49« 
4.81 

0.07 
1.08 
4.20 
2.68 
8.18 
3.86 
1.08 

18.01 
64.10 
68.18 
06.88 

iao7 
oao7t 

18.60 

8.68 
13.08 
88.17 
14.48 

ZM 
11.78 

Balfium  

0.64 

Total 

442.000 

66.800 

4.83 

1.21 

87.80 

8.70 

B.     Ceniral  Power$ 


Germany 

Auetria 

Hungary 

Turkey 

Bulgaria 

80.500 

23.500 

16.500 

4.000 

4.000 

10.600 

2.400 

1.400 

500 

500 

1.46 
11.20 

0.71 
16.68 

4.28 

0.40 
4.21 
3.70 
0.00 
1.60 

40.70 
72.64 
68.00 
6a06 
88.06 

20.00 
8&08 
84.78 
17.00 
81.80 

Total 

128.500 

15.300 

4.85 

1.63 

53.81 

88.01 

Grand  total  .... 

570.500 

81.100 

4.84 

1.28 

41.46 

11.21 

>  The  figuree  aubmitted  herein  are  based  on  eetimates  by  Dr.  Stamp  in  a  paper 
**  Wealth  and  Income  of  the  Chief  Powers.'*  reed  before  the  Royal  Statietieal  Society, 
(of.  London  Economist,  May  24.  1010.  pp.  058.  050);  on  the  eetimatse  ci  Piofesaoc 
Bogart  for  the  Carnegie  Foundation  for  International  Peace;  and  War  Fbrnnee  1 
issued  by  the  National  Bank  of  Commerce  of  New  Yoi^  City.  May.  1017.  Tbe  I 
tho  based  more  or  less  on  conjecture,  serve  a  uaef ul  purpoae,  howeirer,  in  eomparatJTe 
studiee  and  for  this  reason  the  relation  is  here  drawn  between  national  wealth  and  < 
on  the  one  hand,  and  national  income  and  interest  chargea  on  the  other. 

s  Figuree  hare  reference  to  European  Russia  only. 
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n.    ReVENUBS  and  ExPENDrrUBBS 

The  largest  degree  of  flexibility  in  receipts  from  taxa- 
tion during  the  period  of  the  war  is  shown  by  the  United 
States,  with  Great  Britain  following  closely.  Of  the 
seven  countries  compared  in  this  section,  Germany 
shows  the  poorest  record  up  to  the  end  of  1916.  Here 
the  influence  exercised  by  an  overconfident  military 
clique  had  its  telling  effect  on  the  taxation  policy  during 
the  first  two  and  one-half  years  of  the  conflict.  Only  as 
the  militarists  became  slowly  reconciled  to  the  fact  that 
the  victory  of  German  arms  was  still  a  far  distant  dream 
and  that  indemnities  could  more  easily  be  contemplated 
than  imposed  did  a  change  in  the  fiscal  policy  of  the  Ger- 
man empire  appear  more  and  more  necessary,  if  bank- 
ruptcy was  to  be  averted. 

The  income  tax  has  proved  to  be  the  bulwark  of  Brit- 
ish and  American  war  finance.  This  source  of  revenue 
augmented  by  the  taxation  of  excess  profits  accounts  for 
the  greater  part  of  the  increase  in  revenue  receipts  in 
these  countries.  While  in  France  and  Italy  the  taxa- 
tion of  excess  profits  was  introduced  in  slightly  different 
forms,  it  has  failed  to  become  so  lucrative  as  in  the 
United  States  and  Great  Britain.  In  Germany  the  war 
profits  tax  began  to  produce  results  for  the  first  time  in 
1917  and  was  mainly  responsible  for  the  rise  in  revenue 
from  2,029  million  marks  in  1916  to  7,830  million  marks 
in  the  following  year. 

The  increase  in  tax  receipts  during  the  latest  full 
fiscal  year  for  which  data  are  available  as  compared  with 
the  fiscal  year  immediately  preceding  the  war  shows  the 
following  percentages:  United  States,  569.6;  Great 
Britain,  380.2;  Germany,  283.7;  Italy,  124.9;  Canada, 
85.7;  Japan,  30.8;  France,  26.5.    In  Germany,  this  in- 
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crease  took  place  wholly  in  1917.  In  the  fiscal  years 
1915  and  1916,  the  revenue  declined  considerably,  and 
altho  new  taxes  were  enacted  in  the  fall  of  1916,  they 
failed  to  stem  the  tide,  for  the  total  receipts  were  less 
than  in  1913  or  1914.  The  war  profits  tax,  the  tax  on 
coal  and  sales,  increased  duties  on  cigarettes  and  higher 
export  duties  were  the  principal  factors  in  making  it 
possible  to  almost  quadruple  the  revenues  for  1917  as 
compared  with  1916. 

A  study  of  the  emphasis  placed  on  direct  taxes  as  con- 
trasted with  indirect  taxes  discloses  interesting  facts, 
irrespective  of  whether  the  distinction  is  any  longer  of 
significance  from  the  point  of  view  of  fiscal  theory.  In 
Great  Britain,  the  ratio  of  direct  taxes  to  total  receipts 
from  taxation,  expressed  as  a  percentage,  rose  from  44.8 
in  the  first  eight  months  of  the  war  to  73.9  in  the  fiscal 
year  1919;  in  the  United  States,  from  12.8  in  the  fiscal 
year  1915  to  67.1  in  the  fiscal  year  1919;  in  Japan,  from 
34.5  in  the  fiscal  year  1914  to  43.6  in  the  fiscal  year 
1919;  and  in  Italy,  from  41.2  in  the  fiscal  year  1914  to 
51.1  in  the  fiscal  year  1918.  In  France,  the  ratio  fell 
from  35.6  in  the  last  five  months  of  1914  to  27.9  in  1915 
and  24.2  m  1916;  in  1917,  it  rose  to  26.2  and  in  1918, 
again  to  32.3.  In  the  case  of  Germany,  the  imperial 
government  had  always  relied  mainly  on  indirect  taxa- 
tion, and  not  until  1917  did  it  enter  the  field  of  direct 
taxation  by  introducing  the  tax  on  war  profits,  coal, 
and  sales. 

The  relation  of  receipts  from  taxation  to  expenditures 
is  of  great  significance,  since  it  determines  the  fiscal 
burden  to  be  borne  by  future  g^erations.  The  follow- 
ing summary  shows  the  receipts  from  taxes;  total  ex- 
penditures; and  the  ratio  of  the  former  to  the  latter, 
including  and  excluding  loans  to  associated  and  Allied 
natkuis,  as  far  as  data  are  available. 
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III.  Note  Cibculation 

The  total  note  circulation  of  thirteen  belligerent 
powers  at  the  most  recent  date  totals  $74,969  millions 
as  compared  with  $4,998  millions  before  the  outbreak 
of  the  war.  In  the  same  interval  the  amount  of  note 
circulation  per  head  of  population  rose  from  $7.95  to 
$119.20.  The  highest  figures  per  capita  in  the  pre-war 
period  is  shown  by  the  Allied  group,  while  at  the  most 
recent  date  the  tables  are  reversed,  the  Central  Powers 
having  a  circulation  larger  by  16.1  per  cent. 

Of  all  the  nations,  Russia  leads  in  its  note  circulation 
per  capita  at  the  most  recent  date,  altho  its  order  was 
tlurd  last  before  the  war.  France  follows,  with  Austria- 
Hungary  (combined)  closely  behind.  The  increase  in 
the  note  circulation  of  the  larger  countries  may  roughly 
be  put  as  follows:  Russia,  forty-fivefold;  Germany  and 
Austria-Hungary  (combined),  each  eighteenfold;  Great 
Britidn,  ninefold;  France,  United  States  and  Italy, 
each  fourfold;  and  Japan,  threefold.  The  subjoined 
table  compares  the  note  circulation,  in  absolute  and 
per  capita  figures,  before  the  war  and  at  the  most  recent 
date. 

The  extent  to  which  the  gold  standard  was  abandoned 
during  the  war  may  be  seen  from  the  ratio  of  metallic 
reserves  of  the  banks  of  issue  to  their  combined  note  and 
deposit  liabilities.  In  the  case  of  Austria-Hungary, 
Russia,  and  Turkey,  the  gold  holdings  of  the  banks  of 
issue  have  dwindled  to  so  low  a  figure,  and  the  out- 
standing liabilities  against  which  the  metal  was  sup- 
posed to  serve  as  a  reserve  have  grown  to  such  heights, 
that  practically  no  remnant  of  a  gold  basis  is  left.  In 
the  Allied  group,  with  the  notable  exception  of  Russia, 
the  Italian  banks  of  issue  show  the  sharpest  decline  in 
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SuMMAKT  or  Note  Circulation  or  Principal  Bkluohbkntbu 
(MiUioB  doUm) 
A.     Allied  Powen 


Before  entering  th*  war 

At  moat  raeent  date 

CouBtiy 

Date 

Total 

note 

dreula- 

tion 

DoDaia 
oapita 

Date 

Total 
note 
eireu- 
lation 

DoDan 

P« 
capita 

United  StatM. 
QraAtBritiOB. 

f^MMW 

itiOy 

Jftpea 

Belgiu^"!!!. 
QiMoe 

July     1. 1014 
July  90. 1014 
July  80. 1014 
July  81.  1014 
Aug.     1.1014 
Aug.     1.1014 
Mmr.  10, 1014 
July  81.  1014 

716» 
993* 
1.900 
618 
163 
849 
186' 
46" 

6.70 

4.84 

89.40 

14.11 

9.81 

4.69 

94.90 

0.90 

Aug.    1,1010 
Aug.    6,1010 
Aug.    7,1010 
Bfay  90. 1010 
June  98.  1010 
Aug.  81, 1010 
July  94,  1010 
June  18, 1010 

8340* 
9331>« 

9,6e6« 

689S 

88,474* 

889 

967" 

81.89 

60.68 

171.41 

78.40 

10.08 

911.18 

116.17 

61.09 

Twtia.... 

8.083 

8.96 

66366 

11438 

B.     Central  Powert 


Qemany 

Austria  and 

Hungary 

Turkey 

Bulgaria 

July  98.  1014 

July  98,  1014 
July    ...1014 
Sept.  ...1013 

638n 

439 
0«« 
86" 

7.03 

8^ 
0.49 
6.69 

July     7,  1010 

July   16,1010 
April  ..,1010 
Biar.  ..,1010 

I0.100* 

8.400I* 

704 
800V 

14037 

160.40 
88.00 
70.68 

Total.... 

1.016 

6.01 

10.608 

18838 

Grand  total 

4.008 

7.06 

74360 

11030 

*  National  bank  notes  only. 

*  National  bank,  fedval  reeerre  and  feda«l  reeerre  bank  notea. 

*  Indudee  abo  the  aTerage  weekly  circulation,  for  the  month  of  July.  1014,  of  the 

E irate,  jo&nt-etock.  Scotch  and  Irish  banks  off  issue.    Cff.  london  Bankers*,  Inaaranee 
anagers*.  and  Agents*  Msgsrine.  September,  1014.  p.  497. 

ists  off  the  following  (million  lire):  sUte  notes,  9.089.  and  Treaaury  Botes,  100, 


as  of  November  30.  1918  (d.  CHomale  degh  Eoonomisti,  January,  1010,  p.  1);  

of  the  Banc*  d*  Italia  (as  off  May  90.  1919).  9.966;  of  theBanco  di  Naoofi  (aa  of  Mareh 


10. 1919).  1,989:  and  notes  of  the  Banco  di  Sidha  (as  off  Mareh  10. 1010),  491. 
Uffiotale  del  Rccno  d'  Itaha,  June  35.  1919. 

*  Includes  aoTemment  notes  in  circulation  as  off  May  31,  1910. 110  i 

*  Estimated.     See  text,  infra.     Exdudes  notes  in  eirculatioo  of  t 
th.in  that  of  Bobheviki  *  Statesman's  Yearbook,  1015.  p^  790. 

•  L'Eoonomiste  Europfen.  December  6,  1918,  p.  366. 

•  Includes378miUionmarkaof  notes  off  the  other  four  banks  of  issue  as  of  1        

31.  1018.  >•  Figures  for  the  Ottoman  Bank  off  ConstantiBople.    See  text,  infra. 

I*  Whcce  no  references  are  indicated,  the  sources  of  information  are  ■«*— *W  wtth 
those  fumashed  in  the  text  prt>per. 

u  Indodes  Treasury  notes,  estimated  at  900  milBon  marks. 

u  Statesman's  Yeari>ook.  1016. 

>«  Includes  also  the  arerage  wedily  circulation  of  the  other  banks  of  I 
SMMith  ended  Mar  17,  1010.     London  Bankers*.  ~ 
Ma^ksiae.  July.  1910,  p.  107. 

**  KxcluaiTe  of  Ionian  Bank  circulatMn  and  forced  curreocy. 

M  SxchMsve  of  any  notes  that  may  poanbly  have  been  f 


I  for  the 


a  L' 


.  May  0.  lOlO.  p.  tn     

■  V%«resai«far«heNatMMlBankof 
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the  ratio  of  their  metallic  reserves  to  their  note  and  de- 
posit liabilities.  The  lightest  effects  of  disorganized 
banking  have  been  experienced  by  the  Federal  Reserve 
Sjrstem  of  the  United  States  and  the  Bank  of  Japan. 

A  detailed  study  of  the  banking  situation  in  the  prin- 
cipal belligerent  countries  follows. 

United  States 

From  August  1, 1914  to  September  10, 1919  the  excess 
of  gold  imports  over  exports  was  $919  millions  whereas 
the  excess  of  silver  exports  over  imports  during  the  same 
period  was  $389  millions.  Very  heavy  purchases  made 
by  Eiux)pean  belligerents  in  this  country  necessitated 
the  shipment  of  a  large  amount  of  gold  to  liquidate  ad- 
verse balances,  especially  during  the  period  of  neutrality 
in  1916  and  1916.  From  $1,890,678,304  on  July  1, 1914, 
the  stock  of  gold  in  the  United  States  rose  to  $3,088,904,- 
808  in  April,  1917,  when  we  entered  the  war.  The  total 
stock  of  money  in  the  United  States  exclusive  of  that 
held  by  the  United  States  Treasury,  increased  from 
$3,419,168,368  on  July  1,  1914,  to  $4,702,130,941  on 
April  1,  1917,  representing  a  rise  of  $1,282,962,573,  of 
which  $883,481,028  was  in  gold.  After  our  entrance 
into  the  war,  while  foreign  credits  were  arranged  for 
Allied  countries  which  obviated  the  necessity  of  shipping 
gold  for  the  most  part,  silver  was  being  exported  from 
this  country  in  fairly  large  amoimts  in  settlement  of 
adverse  trade  balances,  especially  in  the  Orient. 

Interesting  facts  may  be  observed  in  a  study  of  the 
figures  of  notes  in  circulation.  Whereas  the  circulation 
of  gold  coin  increased  considerably  during  the  war 
period,  the  circulation  of  standard  silver  dollars  re- 
mained practically  stationary;  at  the  same  time,  the 
amoimt  of  gold  and  silver  certificates  in  circulation  de- 
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creased  considerably.  The  explanation  of  the  two 
phenomena  can  be  traced  to  different  causes.  For  the 
purpose  of  conserving  the  gold  supply  of  this  countiy 
and  aiding  the  settlement  of  adverse  trade  balances, 
Congress  enacted  the  Pittman  Act,  by  the  provisions  of 
which  the  Secretary  of  the  Treasury  was  authorized  to 
melt  250,000,000  silver  dollars  and  sell  them  as  bullion 
at  not  less  than  one  dollar  per  ounce.  Inasmuch  as  silver 
certificates,  issued  on  the  basis  of  a  deposit  of  silver  dol- 
lars held  in  the  Treasury,  would  have  to  be  recalled  from 
circulation,  Congress  permitted  the  Federal  Reserve 
Board  to  issue  in  their  place  federal  reserve  notes  of 
small  denominations,  not  exceeding  the  amount  of  the 
silver  doUars  melted  or  broken  up  and  sold  as  bullion. 
These  federal  reserve  notes  are  based  on  United  States 
certificates  of  indebtedness  or  one-year  gold  notes,  with 
renewal  privileges  at  the  discretion  of  the  Secretary 
of  the  Treasury.  The  Director  of  the  mint  is  com- 
pelled, as  soon  as  practicable,  to  purchase  silver  at  one 
dollar  per  ounce  to  restore  the  amount  melted  or  broken 
up;  and  as  soon  as  this  silver  is  coined,  federal  reserve 
notes  of  equal  amount  must  be  retired. 

The  retirement  of  gold  certificates,  on  the  other  hand, 
was  due  to  an  amendment  to  the  federal  reserve  act, 
to  date  June  20, 1917,  which  provided  that  the  entire 
lawful  reserve  of  member  banks  must  be  carried  with 
federal  reserve  banks  and  at  the  same  time  authorised 
the  Federal  Reserve  Board  to  exchange  federal  reserve 
notes  for  gold.  The  primary  purpose  of  this  amend- 
ment was  to  centralize  the  gold  holding3  in  the  federal 
reserve  banks. 

In  the  subjoined  tables,  the  amount  of  money  in  cir- 
culation in  the  United  States  and  the  gold  reserves, 
total  reserves,  gross  deposits  and  note  circulation  of  the 
Federal  Reserve  System  are  shown  for  various  dates. 
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Gbbat  Bbttain 

As  is  well  known,  the  Bank  Act  of  1844  provided  for 
the  expansion  of  note  circulation  only  through  the  Bank- 
ing Department  of  the  Bank  of  England.  All  notes 
issued  by  the  latter  above  the  statutory  maxiniuTn  of 
£18,450,000  had  to  be  covered  pound  for  pound  by  a 
deposit  of  gold.  The  Issue  Department  was  made  inde- 
pendent of  the  Banking  Department  and  the  former 
issued  notes  only  upon  tiie  receipt  of  gold. 

On  August  6,  1914  Parliament  suspended  the  Bank 
Act,  enabling  the  Bank  of  England  to  adjust  its  loans  to 
meet  the  emergency  occasioned  by  the  outbreak  of  the 
war.  In  addition.  Parliament  paired  the  Currency  and 
Bank  Notes  Act,  permitting  the  Bank  of  England  to 
issue  notes,  in  the  denomination  of  £1  and  10^.  to 
the  banks  of  issue  of  Scotland  and  Ireland,  post  office 
and  trustees'  savings  banks  and  bankers,  as  a  loan  at 
5  per  cent  up  to  20  per  cent  of  their  combined  deposit 
and  current  liabilities.  These  notes  were  made  un- 
limited legal  tender.  Fear  of  possible  hoarding  of  gold 
and  the  desire  to  have  notes  below  £5  (which  was  the 
smallest  denomination  of  the  Bank  of  England  notes) 
were  mainly  responsible  for  the  enactment  of  this 
measure. 

Against  the  Currency  notes  thus  issued,  gold  coin  and 
bullion  and  government  securities  were  deposited.  Be- 
ginning with  a  cover  of  £3,000,000  in  gold  coin  and  bul- 
lion on  September  9, 1914,against  a  total  of  £27,113,128 
notes  outstanding,  the  metidlic  reserve  rose  to  £28,500,- 
000  on  May  12,  1915;  since  which  date  it  has  remained 
stationary  throughout  the  war.  The  ratio  of  gold  coin 
and  bullion  to  total  currency  notes  outstanding  rose 
from  11.1  per  cent  on  September  9,  1914,  to  74.1  per 
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cent  on  March  3,  1915,  the  latter  being  the  highest 
point  it  ever  reached.  After  1915,  with  a  stationary 
reserve  and  rapidly  increasing  issues,  the  ratios  de- 
clined, and  at  the  present  time  it  is  practically  8  per 
cent.  The  notes  outstanding  and  reserves  on  various 
dates  are  here  appended. 

The  rise  in  currency  note  issues  was  accompanied  by 
an  expansion  of  the  circulation  of  Bank  of  England  notes. 
In  the  first  week  of  the  war,  from  July  29, 1914,  to  Aug- 
ust 7,  1914,  the  increase  in  notes  was  £6,399,070  and 
the  decline  in  gold,  £10,509,475.  From  August  7, 1914, 
to  the  middle  of  1916,  the  circulation  changed  but 
slightly  but,  toward  the  end  of  1916,  the  rise  became 
more  marked.  From  December  27, 1916,  to  December 
26,  1917,  the  increase  was  £6,268,430,  representing 
two-thirds  the  amount  of  change  from  July  29, 1914,  to 
the  end  of  1916;  and  from  December  26,  1917,  to 
December  25,  1918,  the  increase  was  £24,362,965,  or 
50  per  cent  larger  than  the  total  change  during  the  first 
three  and  one-half  years  of  the  war. 

Along  with  the  increase  in  the  bank  note  circulation, 
there  followed  changes  in  other  items  of  the  balance 
sheet.  While  public  deposits  did  not  keep  pace  with  the 
growth  of  governmental  operations,  the  amount  of  other 
deposits  reflected  the  unprecedented  business  activity 
of  the  war  period.  The  amount  of  coin  and  bullion 
showed  fluctuations  upward  and  downward  at  various 
times,  with  the  general  curve  running  distinctly  in  the 
upward  direction.  The  following  table  affords  a  brief 
simmiary  of  the  principal  items  in  the  balance  sheet  of 
the  Bank  of  England  during  the  war  as  compared  with  a 
pre-war  period. 
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France 

The  outstanding  feature  of  French  banking  is  that 
expansion  of  credit  is  accompanied  by  extension  of  note 
issues.  The  increase  in  the  note  circulation  of  the  Bank 
of  France  is  not  due  primarily  to  an  extraordinary  com- 
mercial demand,  altho  this  is  a  contributing  factor,  but 
to  theenormousincreaseintheadvancesof  thebank  to 
the  French  government.  These  advances  are  secured 
by  obligations  of  the  state.  The  latter  receives  credits 
upon  the  basis  of  which  notes  of  the  Bank  of  France  are 
issued  wherewith  to  pay  the  creditors  of  the  government. 

From  200  million  francs  before  the  war,  the  advances 
to  the  state  have  risen  to  23,400  millions  on  June  26, 
1919,  and  the  notes  in  circulation  were  increased  from 
6,683  million  francs  to  35,152  millions,  as  may  be  ob- 
served from  the  subjoined  table: 

Bank  of  Francb^ 
(Blimon  franot) 


Ratio  of 

metaUie 

Ad- 

Ck>klin 

Current 

leseire 

vances 

vaults 

Silver  in 

Notes  in 

accounts 

Other 

to  com- 

Dftte 

to  the 

and 

vaults 

etreula- 

of  the 

current 

bined 

ment 

abroad 

tion 

treasury 

accounts 

note 

and 

depoAts 

liamlWitg 

Jan.     2.1013 

200 

3.195 

670 

5.933 

188 

572 

57.75 

Jan.     3,1914 

200 

3.606 

639 

6.035 

328 

713 

58.61 

July  30.  1914 

200 

4.141 

625 

6.683 

383 

948 

60.47 

July    1.1015 

6.400 

3.932 

372 

12.216 

82 

2.365 

29.35 

Dec.  30.  1915 

5.200 

5,015 

352 

13.310 

174 

2.114 

84.41 

June  20. 1016 

8.100 

4.763 

344 

16.800 

38 

2.273 

28.18 

Dec  28,  1916 

7.600 

5.076 

295 

16.679 

15 

2.260 

28.34 

June  28.  1017 

10300 

5.288 

260 

19.823 

34 

2.734 

24.66 

Dec  27.  1917 

12.700 

5.352 

248 

22.337 

252 

2.914 

21.96 

June  27.  1018 

18,650 

5.424 

250 

28.423 

37 

4.010 

17.60 

Dec  26.  1918 

17.350 

5.478 

318 

30.260 

112 

2.366 

17.71 

June  26. 1910 

23.400 

5.551 

304 

34,443 

49 

3.362 

15.47 

Aug.  14.  1010 

23.600 

5,672 

298 

35,152 

86 

2.870 

16.00 

>  Compiled  from  L'Eoonomiste  EuropAen.  The  note  dreulation  maiimum  was 
raised  to  36  billion  francs  by  a  bill  signed  February  25. 1919  (Bulletin  de  SUtistique  et 
de  T/gislstion  Compar^e,  February,  1910,  p.  213)  and  again  to  40  biUion  francs  in  July 
(L'Eeooomkte  Euiopten.  July  18, 1019,  p.  40). 
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The  decline  in  gold  and  silver  holdings  of  the  Bank  of 
France  was  very  marked  during  the  first  year  of  the  war 
and  while  the  gold  reserve  began  slowly  to  rise  in  the 
second  year  until  it  reached  a  much  higher  level  than  at 
any  time  prior  to  the  outbreak  of  hostilitieSi  the  silver 
reserve  continued  to  fall  imtil  a  turning  point  was 
reached  in  the  first  half  of  1918.  The  silver  holdings  are 
still  less  than  one-half  of  what  they  were  on  July  30, 
1914. 

In  addition  to  the  notes  of  the  Bank  of  France,  credit 
money  is  issued  by  the  Bank  of  Algiers.  The  total  notes 
in  circulation  of  the  Bank  of  Algiers  rose  from  594  mil- 
lion francs  on  October  31, 1917,  to  884  miUions  on  Octo- 
ber 31,  1918,  and  948  millions  on  March  1,  1919.^ 

Italy 

In  addition  to  the  Banca  d'  Italia,  there  are  two  other 
banks  of  issue  in  Italy,  the  Banco  di  Napoli  and  Banco 
di  Sicilia.  Soon  after  the  outbreak  of  the  war,  these 
three  banks  began  to  issue  notes  not  only  for  commercial 
purposes  as  heretofore  but  also  for  government  account. 
Whereas  the  circulation  of  the  former  class  rose  from 
2,183  million  lire  on  July  31,  1914,  to  4,357  millions  on 
November  30, 1918,  the  bank  notes  for  the  needs  of  the 
government  reached  7,140  millions  on  the  latter  date. 
The  bank  notes  issued  for  government  account  do  not, 
however,  comprise  the  total  circulation  for  which  the 
Treasury  is  responsible,  for  state  notes  (bilietti  di  Stato) 
and  treasury*  notes  (buoni  di  cassa)  are  also  in  circula- 
tion. The  state  notes,  against  which  there  was  a  reserve 
of  165  million  lire  in  gold  on  November  30,  1918,  re- 
semble our  ''  greenbacks  "  to  a  large  extent  and  date 

1  Tbe  nuudmum  note  eircuUtion  wm  graduftUy  iaenMed  £rom  400  milBon  fnaem 
avtliona«l  by  tU  law  ol  August  S,  1014.  to  1100  mfllkm  fnnes  hy  th«  law  of  lii^ 
1010.   g.  L'Bnonomfaf  Bmop^an.  Janiaay  U.  1010,  pi>.  58,  SO. 
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back  to  the  pre-war  period;  the  treasury  notes  are  of 
recent  origini  having  a  silver  cover  of  134  millions  on 
November  30, 1918.  The  total  amomit  of  notes  in  cir- 
culation which  form  a  part  of  the  debt  of  the  Treasury 
rose  from  499  million  lire  on  July  31, 1914,  to  9,428  mil- 
lions on  November  30,  1918.  The  Minister  of  Finance 
recently  stated  that  the  obligations  of  the  Treasury  on 
account  of  state  and  bank  notes  reached  approximately 
10,200  million  lire  on  May  30,  1919.' 

As  is  true  of  other  belligerents,  notably  France,  Aus- 
triarHungary,  and  Russia,  advances  assumed  an  impor- 
tant place  in  assisting  the  Italian  Treasury  to  tide  over 
financial  difficulties.  On  March  10,  1919,  the  advances 
of  the  three  banks  totaled  6,772  million  lire.  The 
largest  increase  occmred  in  the  latter  half  of  1917  when 
the  amount  outstanding  on  June  20, 1917,  was  practi- 
cally doubled  by  the  end  of  the  year. 

llie  metallic  reserves  of  the  banks  of  issue  rose  from 
1,490  million  lire  at  the  outbreak  of  the  European  con- 
flict to  1|572  millions  on  July  31, 1915,  but  in  the  eleven- 
month  period  following,  a  decline  of  193  millions  took 
place,  accompanied  by  a  further  decrease  of  109  millions 
in  the  latter  half  of  1916.  During  the  last  year  and  one- 
half,  the  reserves  have  remained  practically  stationary 
in  amount. 

Japan 

The  present  banking  system  of  Japan  dates  back  to 
November,  1872,  when  the  National  Bank  Regulations 
were  first  promulgated,  modeled  after  the  National 
Bank  Act  of  the  United  States.  Originally  the  notes  of 
the  national  banks  were  convertible  into  specie  but  later 
they  were  in  fact  rendered  inconvertible  in  gold  by 
restricting  convertibility  to  government  paper  money 

*  London  Economist,  July  26, 1919,  p.  136. 
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eoly*  This  system  worked  fairly  well  aa  long  as  the 
gq^'emment  circulation  was  kept  within  reasonable 
bounds,  In  1877,  the  great  Satsuma  rebellion  took 
plaee,  in  quelling  which  the  government  incurred  heavy 
liabilities.  A  large  amount  of  paper  money  was  issued 
and  soon  thereafter  depreciation  set  in  which  made  itself 
felt  very  rapidly*  This  costly  experiment  necessitated 
leviston  of  the  banking  laws,  which  was  begun  in  18S3 
and  completed  in  1S$6. 

Under  the  new  system  the  national  banks  were  de- 
ptived  of  their  note-issxjing  power,  which  was  transferred 
solely  to  the  Bank  of  Japan.  With  the  adoption  of  the 
gold  standard  in  October,  1897,  the  notes  of  the  Bank  of 
Japan  became  convertible  into  gold. 

In  1897  the  government  ^tablished  the  Bank  of 
Taiwan  on  the  Island  of  Formosa,  which  was  granted  the 
same  pri\dleges  as  the  Bank  of  Japan,  except  that  the 
iM>tee  of  the  Bank  of  Taiwan  were  convertible  into  silver 
instead  of  gold,  because  the  special  requirements  of  the 
native  population  necesatated  the  establishment  of  a 
centnd  bank  on  a  silver  basis.^  In  1904,  however,  the 
Bank  of  Taiwan  was  authorized  to  issue  notes  converti- 
ble into  gold. 

The  rise  in  gold  and  silver  holding  of  the  Bank  of 
Japan  assumed  large  proportions  in  1916  and  1917* 
Japan,  like  the  United  States  and  a  few  neutral  nations 
on  the  Continent,  soon  after  the  outbreak  of  the  war 
found  itself  changing  from  an  importing  to  an  exporting 
country.    WTiereas  the  excess  of  exports  of  precious 


imi 
)16  she 


,20; 


in  1915,  the  re- 

\  over  exports 

increased  to 

smnmarixes 


■  «lib9 


191 


QUARTERLY  JOURNAL  OF  ECONOMICS 


the  principal  items  in  the  balance  sheet  of  the  Bank  of 
Japan. 

Bank  of  Japan  > 

(Minion  yra) 


Ratio  of 

Gk>kiand 

GoveriH 

JKSSSi. 

■Uver 

Notes  in 
eirottUtion 

mcnt 

dl^OiiU 

PriTmte 
oepoera 

inn  to 

note  end 

dflpoeit 

liiibStifls 

August         1.  1914 

219 

827 

188 

16 

46.63 

Deoember  20, 1914 

219 

860 

126 

16 

43.80 

DwMmbar  25.  191A 

249 

806 

264 

26 

86.88 

I>6ounber  80. 1916 

414 

611 

861 

20 

41.36 

D«)embar  29. 1917 

666 

824 

682 

84 

46.66 

November  30. 1918 

721 

940 

982 

44 

86.67 

December  28.  1918 

726 

1.091 

1.048 

64 

83.11 

June          28. 1919 

706 

1,067 

1.192 

41 

8a70 

July           26. 1919 

728 

967 

1.222 

80 

82.81 

Russia 

At  the  time  of  declaration  of  war,  the  amount  of  notes 
of  the  Bank  of  Russia  in  actual  circulation  was  1,634 
million  rubles,  covered  by  a  reserve  of  1,601  millions  in 
gold  in  Russia  proper  and  144  millions  abroad.  On 
October  16/29,  1917,  when  the  Kerensky  regime  was 
ended,  the  circulation  had  reached  18,362  milhon  rubles, 
covered  by  1,295  million  rubles  in  gold  in  Russia  and 
2,309  millions  abroad.  The  latter  balance  was,  how- 
ever, fictitious  in  great  part.  To  give  added  strength 
to  the  paper  money  already  issued,  the  Minister  of 
Finance  in  August,  1915,  opened  at  London  a  credit  of 
2  billion  rubles,  bearing  no  interest,  which  was  later 
considered  a  part  of  the  legal  reserve  of  the  Bank  of 
Russia  abroad  and  against  which  credit  notes  of  equal 
amount  were  issued.*    Thus  the  gold  cover  of  notes  of 

1  Compiled  from  the  London  Eeonomiat  and  L'Eeonomiste  Bnioptei,  V^bmuf  7. 
1019.  p.  96. 

*  Reroe  d'  Eeonomie  Politi(iue.  Jftnuary^Febninry.  1910.  pi».  18  vt  Mq. 
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the  Bank  of  Russia  fell  from  107  per  cent  at  the  b^pn- 
ning  of  the  war  to  7.1  per  cent  in  the  last  days  of  the 
Provisional  government  (19.6  per  cent,  if  the  fictitious 
balance  abroad  is  included).  The  principal  items  re- 
lating to  the  fiduciary  circulation  in  the  balance  sheet  of 
the  Bank  of  Russia  on  various  dates  are  here  given. 

Bank  of  Russia  » 

(Million  niblM) 


Ratio  of 

De- 

motallie 

Gold 

B«l- 

Sflver 
and 

Not«t 

port 
and 

lYeaa> 

eorer  to 

hold- 

anoe 

■ub- 

indi^ 

ear- 

ury 

bined 

iDC> 

•broMi 

sidiitfy 
ootn 

oula- 
tion 

rent 

ae- 
eonnte 

ae- 
eonnt 

ties* 

Dae.        33,  1913/Jan.  5,  1014 

1.A1A 

170 

AO 

1.712 

A51 

500 

60.04 

July    8/21.1014 

1.601 

144 

74 

1.634 

A06 

A03 

66.56 

Dm.        23.  1014/Jftn.  5,  lOlA 

1.A6A 

200 

4A 

2.084 

742 

220 

45.62 

June  16/20.  191A 

i.6n 

100 

A6 

3.583 

1.100 

847 

84.57 

Dm.        23.  1015/Jftn.  A.  1016 

1.611 

460 

30 

A.403 

1328 

203 

30.08 

June  16/20.  1016 

1.A40 

1.580 

7A 

6,443 

1.A82 

270 

38.58 

Dm.        23. 1016/Jan.  A.  1017 

1.472 

2.1A0 

118 

8307 

2.180 

203 

33.16 

OeC  16/20.  1017 

1.20A 

2300 

178 

18362 

3352 

205 

17.33 

Before  the  war  the  banking  law  allowed  only  300 
million  rubles  of  bank  notes  to  be  issued  without  a  gold 
cover.  During  the  war  ten  ukases  were  promulgated 
from  time  to  time  raising  this  maximum  to  16  billion 
rubles. 

From  the  end  of  July,  1914,  to  the  close  of  the  same 
year,  the  average  monthly  issue  of  bank  notes  amoimted 
to  238  million  rubles;  during  1915,  223  millions;  in 
1916,  290  millions;  in  January  and  February,  1917, 
423  millions;  in  the  four  months  following,  776  millions; 
in  July  and  August,  1,172  millions;  and  diuing  Septem- 
ber, 1,892  millions. 

1  Compiled  from  the  London  Eoonomist. 

*  In  the  metallio  eorer  the  halanoe  abroad  is  inelnded  altho  it  was  in  great  part 
fietitioaa  and  lepBeeanted  a  imall  amount  ol  epeeie  to  the  eredit  ol  the  Bank  ol  1 
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A  study  of  the  note  issues  for  the  seven  montiis  erf 
1916  as  compared  with  the  same  period  of  1917  shows 
the  effect  of  the  Revolution  on  the  fiduciary  circulation, 
li^th  expenditures  mounting  to  prodigious  heists 
because  of  the  Provisional  government's  aggressive 
military  policy  and  with  the  flow  of  revenue  practically 
stopped,  reliance  on  the  issue  of  paper  money  became 
more  and  more  pronounced.  From  4  to  5  million  rubles 
a  day  before  the  war,  the  daily  issues  were  increased  to 
60  or  70  million  rubles  toward  the  end  of  the  Kerensky 
regime.  In  the  seven  months  of  1917  in  which  the  Pro- 
visional government  assumed  control,  the  note  circula- 
tion was  increased  practically  f  oiuf  old  as  compared  with 
the  same  period  in  1916,  as  is  seen  from  the  following 
monthly  figures  (in  million  rubles) : 

loie  1017 

March 179  1,081 

April 136  476 

May 167  720 

June 248  860 

July 248  1,070 

August 246  1,273 

Septfflnber 766  1,802 

Total 1,088  7,340 

The  Kerensky  notes  had  to  be  forced  into  circulation. 
An  agio  on  the  notes  issued  by  the  Czarist  govenunent 
persisted  throughout  the  period  of  the  Revolution,  the 
premium  rising  to  about  40  per  cent  at  the  time  of  the 
Bolshevist  coup  d'  itat.  As  was  true  of  other  belligerent 
countries,  gold  and  silver  almost  entirely  disappeared 
from  circulation. 

After  the  fall  of  Kerensky  and  the  rise  of  Bolshevist 
control,  the  note  circulation  received  an  impetus  which 
had  not  been  equaled  in  any  other  warring  country. 
According  to  the  Moscow  Gazeta  Petchatnikoffy  new 
notes  were  issued  from  October  25, 1917,  to  January  1, 
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1918,  to  the  extent  of  6,544  million  rubles,  making  the 
total  circulation  on  the  latter  date  25,461  million  rubles, 
inclusive  of  Czarist  and  Provisional  government  notes,^ 
During  1918,  the  increase  was  29,802  million  rubles 
distributed  as  follows: 

January 2,735 

February 1,380 

March 2,716 

April 2,731 

li£y 2,374 

June 1,720 

July 2,042 

Auguat 2,454 

September 2,270 

October 3,353 

November 3,067 

December 2,960 

Total 29,802 

According  to  Pravda,  the  monthly  average  of  new  note 
issues  during  the  first  quarter  of  1919  was  only  two  and 
one-half  billion  rubles,  the  explanation  being  that ''  the 
maintenance  of  this  low  figure,  in  spite  of  a  great  in- 
crease in  the  state's  expenditures,  is  due  to  the  partial 
abolition  of  money  payments  between  state  depart- 
ments, the  partial  payment  of  state  employees  in  kind 
and  the  satisfactory,  if  small,  decreases  of  expenditure 
in  certain  departments."  * 

Gebmant 

The  Act  of  1906  permitted  the  Reichsbank  to  issue 
notes  in  denominations  of  50  and  20  marks,  instead  of 
100  marks  as  heretofore.*  These  notes  could  be  issued 
by  any  branch  but  were  convertible  into  gold  only  in  the 
main  office  in  BerUn.    In  1909  a  law  was  passed  making 

1  London  Economist,  June  28, 1919,  pp.  1175, 1176.  *  Ibid. 

*  BeaidM  the  Reiohebank,  there  are  four  other  banka  of  iaeue  in  Germany  whose  note 
opcfmtaone  are  ol  little  importance,  namely  the  Bayeriache  Notenbank  at  Munich, 
Rirhairhr  Bank  at  Dreeden,  Badiaehe  Bank  at  Mannheim,  and  WQrttembergiache 
Notenbank  at  Stuttsart 
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them  legal  tender.  In  addition,  the  imperial  treasury 
notes,  which  had  also  been  declared  l^al  tender,  issued 
in  denomination  5  and  10  marks,  were  increased  in  1913 
from  120  million  marks  to  240  millions.  The  Rdchs- 
bank  was  allowed  to  include  the  latter  notes  in  the  one- 
third  cover  of  lawful  cash  against  its  own  issues.  The 
remainder  of  the  reserve  could  consist  of  discounted 
paper  of  not  more  than  three  months  maturity.  No 
maximum  issue  was  provided  in  the  law  but  if  the  cash 
cover  fell  below  one-third,  the  excess  was  taxed  at  5  per 
cent  per  annum,  a  certain  quota  or  ''contingent"  being 
exempt  from  the  tax.* 

Loan  bureaus,  called  Darlehnkaaaen,  were  also  estab- 
lished soon  after  the  opening  of  hostilities.  These 
bureaus  had  been  first  tried  in  Prussia  in  1846  and  were 
again  used  in  the  wars  of  1866  and  1870  with  evident 
success.  They  made  loans  at  6}  per  cent  ordinarily 
(altho  subscribers  to  the  first  German  war  loan  were 
charged  only  6  per  cent),  running  from  3  to  6  months 
with  the  privilege  of  renewal.  In  the  case  of  govern- 
ment securities,  70  to  75  per  cent  of  the  quotations  on 
July  25,  1914,  formed  the  basis  of  the  loan;  on  other 
securities  and  on  non-perishable  goods,  the  percentage 
ran  from  40  to  70.  On  the  strength  of  these  loans,  loan 
bank  notes  {Darlehnkassenscheine)  were  issued  in  the 
denomination  of  1,  2,  5,  10,  20,  and  50  marks,  which 
were  not  declared  legal  tender  but  were  acceptable  at 
par  by  imperial  and  state  offices.  The  Reichsbank 
counted  these  notes  as  part  of  its  lawful  cash  reserve. 
The  smaller  denominations  of  the  loan  bureau  notes 
were  particularly  necessary  because  of  the  disappear- 
ance of  fractional  coins. 

After  July  31, 1914,  the  notes  of  the  Reichsbank  were 
no  longer  redeemed  in  gold  by  action  of  its  directoTBy 

*  MO  ■ilMf  ■■■!■  wdJaarily  and  780 1 
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and  the  law  of  August  4,  1914,  officially  relieved  the 
bank  of  this  obligation.  Imperial  treasury  notes  were 
also  made  legal  tender,  by  a  law  of  the  same  date,  but 
non-convertible.  In  addition,  the  tax  of  5  per  cent  on 
excess  issues  was  suspended. 

A  study  of  the  metallic  holdings  of  the  Reichsbank 
during  the  war  shows  what  striking  results  were  accom- 
plished by  concerted  appeals  to  patriotism.  The  value 
of  gold  and  silver  in  the  vaults  of  the  Reichsbank  was 
only  1,691  million  marks  on  July  23,  1914.  Soon  after 
the  war  was  declared,  a  drive  was  made  to  concentrate 
as  much  gold  and  silver  as  possible  in  the  hands  of  the 
bank  and  the  popular  response  at  the  time  was  gratify- 
ing to  the  government.  All  agencies  were  employed  to 
bring  home  the  necessity  of  maintaining  the  financial 
stability  of  the  empire  by  depositing  gold  and  silver  in 
every  form  with  the  Reichsbank.  The  result  was  that 
by  the  end  of  1916  the  gold  and  silver  holdings  were 
increased  845  million  marks. 

Dining  the  first  half  of  1917,  a  recession  set  in,  due  to 
the  necessity  of  shipping  gold  to  neutral  coimtries  to 
offset  in  part  the  imfavorable  exchange  situation.  In 
the  week  ended  September  23, 1918,  gold  to  the  amoimt 
of  100  million  marks  was  received  from  the  Bolsheviki 
in  accordance  with  the  Treaty  of  Brest-Iitovsk.  This 
increase  was,  however,  of  short  duration.  In  the  week 
ended  November  15,  1918,  there  was  a  decline  of  240 
miUion  marks  because  the  conditions  of  the  armistice 
required  the  shipment  of  gold  for  safe-keeping  with  the 
Allies.  Since  that  date,  the  fall  in  gold  holdings  has 
been  almost  continuous,  reaching  a  level  far  below  that 
existing  before  the  war. 

The  notes  of  the  Reichsbank  in  actual  circulation  in- 
creased approximately  fif  teenf old  from  the  beginning  of 
the  war  to  date.    The  greatest  spurt  was  shown  in  the 
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month  of  December,  1918,  when  panicky  conditions 
reigned  immediately  following  the  armistice.  The  notes 
in  circulation  were  augmented  in  this  month  alone  by 
3|578  million  marks.  Altho  conditions  became  normal 
in  the  first  half  of  1919,  6,900  millions  of  new  notes  were 
issued.  On  July  23,  1919,  the  total  amount  of  notes  in 
circulation  was  41,501  million  marks,  exclusive  of  notes 
of  the  other  four  banks  of  issue  (278  millions  on  Decem- 
ber 31,  1918)  and  other  emergency  notes  issued  by  dis- 
trict coimcils  of  individual  municipalities  after  the 
armistice.^  The  two  subjoined  tables  show  the  note 
circulation,  deposits  and  metallic  holdings  of  the  Reichs- 
bank  and  the  total  note  circulation  on  various  dates. 


Imperial  Bank  of  Gsbiiant> 

(Million  mmrks) 


Ratio  of 
metallie 

Gold 
holdings 

Silver 
holding! 

Noteein 
oiroulation 

Deponta 

note«nd 
depoat 
liai^itieB« 

^ 

^ 

2.693 

793 

Deo.  31,  1913.... 

1.4 

145 

42.68 

July  23.1914.... 

i.e 

101 

1.801 

944 

60.65 

D«o.  31,  1914.... 

2.077 

62 

6.046 

1.767 

81.30 

June  23.  1916.... 

2.385 

62 

6.226 

1,614 

85.63 

Deo.  31.  1915.... 

2.445 

32 

6.918 

2.360 

2<l.70 

June  30.  1916.... 

2.466 

33 

7.241 

2.371 

26.00 

Deo.  30.  1916.... 

2.520 

16 

8.056 

4.664 

20.10 

June  30.  1917.... 

2.467 

64 

8.699 

6.603 

17.52 

Dec.  31.1917.... 

2.406 

182 

11.468 

8,050 

13.26 

June  29.  1918.... 

2,346 

121 

12.610 

9.181 

11.37 

Deo.  31,  1918.... 

2,262 

20 

22.188 

13.280 

6.43 

June  30.  1919.... 

1,116 

20 

29.968 

13.780 

2.60 

Aug.  30.  1919.... 

1.103 

20 

28.492 

10.886 

2.85 

^  London  EconomiBt.  November  2.  1918,  p.  625. 

>  In  the  bank  liabilities,  only  the  circulation  of  the  Reichsbank  notes  aie  included; 
but  since  the  metallic  holdings  of  the  Reichsbank  are  the  only  leseives  *||T***Tt  the 
Darlehnka99en»ehein€  ss  well  ss  sgainst  the  Reichsbank  notes,  the  ratio  of  metallie 
hokiings  to  combined  note  and  deposit  liabilities  is  much  smallsr  than  the  | 
in  this  oolumn  indicate. 
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NOTBB  nr   ClBCULATION  IN  GsBMANT  ^ 
(BiOBcm  marks) 


notes 

TVeasoiy 
notes 

Loan 

burean 

notes 

Gold 

Notes  of 
the  other 
four  banks 

ofMsne* 

hOj  28.1914.... 

1391 

• 

1.691» 

170» 

Dm.  31.1914.... 

6.040 

• 

446> 

2.077 

134 

Dm.  31.1915.... 

6.918 

• 

972i 

2.445 

Dm.  81, 1916. . . . 

8.054 

362 

2.874 

2.620 

Job*  30. 1917.... 

8.609 

344 

4.522 

2.457 

Dm.  81.1917.... 

11.468 

360 

6.266 

2.406 

172 

Job*  30.1918.... 

12.510 

346 

7,582 

2346 

182 

BmpL    7.1918.... 

13.804 

348 

8.280 

2348 

BtpL  14. 1918. . . . 

14.044 

346 

8.388 

2.348 

BtpL  23,  1918. . . . 

14.430 

348 

8.494 

2.448» 

Sept.  30.  1918.... 

15.334 

344 

8.746 

2.448 

Oct.     7.  1918. . . . 

15.796 

362 

8.882 

2348 

Oei.    15.1918.... 

16.080 

352 

8.992 

2.548 

Oct.   23.1918.... 

16,420 

354 

9.150 

2.548 

Oei.   31.1918.... 

16,663 

364 

9.430 

2348 

226 

Not.    7.1918.... 

16.960 

354 

9.610 

2,548 

Nov.  15.  1918. . . . 

17.454 

366 

9.812 

2.308« 

Nov.  23.  1918. . . . 

17.906 

366 

9376 

2.308 

Not.  30.  1918.... 

18.610 

368 

9.900 

2.308 

Dee.  31.  1918. . . . 

22.188 

366 

10.243 

2362 

278 

Jane  23.1919.... 

29,106 

330 

11,605 

1,118 

July  23.1919.... 

29.345 

360 

11.797 

1.112 

Austria-Hungary 

Advances  of  the  Austro-Hungarian  Bank  to  both  the 
Austrian  and  Hungarian  governments  played  a  highly 
important  r61e  in  financing  the  war.  While  details  are 
lacking  for  the  early  years  of  the  war,  it  is  known  that 
at  the  end  of  1917,  these  advances  amoimted  to  13,690 

1  Compilation  of  figures  Ktven  in  London  Economist,  unkes  otherwise  indicated. 

*  Rase  due  to  arrival  of  booty  from  Russia. 

*  London  Economist,  November  23, 1018.  p.  709  and  Wirtschaf  tsdienst.  January  81, 
1019. 

*  Due  to  surrender  for  safe-keeping  with  the  Allies  of  gold  received  from  the  Bol- 
sbeviki  in  aooordanoe  with  the  Treaty  of  Bresi-Litovsk. 

*  Statistiehes  Jahrbuch  fOr  das  deutsche  Reich,  1016,  p.  295. 

*  Asof  July  31, 1914. 
'  Gold  and  silver. 

>  Reiehsbank  Report  for  1915. 

*  Data  not  available. 
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million  crowns,  augmented  by  additional  17,380  millions 
during  1918  and  1,771  millions  in  the  first-half  of  1919. 
These  loans  reflect  themselves  in  the  prodigious  increase 
in  the  note  circulation  since  the  banning  of  the  war. 

T'^^th  a  very  marked  decline  in  gold  and  silver  hold- 
ings, the  metallic  cover  for  note  and  deposit  liabilities 
has  dwindled  to  insignificance.  No  other  bank  of  issue 
of  the  principal  belligerent  powers,  with  the  exception  of 
Russia  only,  finds  itself  in  such  financial  straits  as  the 
Austro-Hungarian  Bank.  The  small  amount  of  gold 
and  silver  in  its  vaults,  almost  one-fifth  of  that  in 
reserve  during  the  pre-war  period,  bears  a  relation  of 
practically  no  consequence  to  the  enormous  btirden  of 
liabilities  assumed  by  the  bank  during  the  war.  The 
following  afifords  a  brief  summary  of  the  note  and  reserve 
situation  on  various  dates. 

AXTBTBO-HnNGABIAN   BaNK  > 
(MOHoa  orowns) 


Adranoes 
to  the 

duAlgOT- 

emments 


G<^ 


SUver 
holdingB 


Note 
eirouUtion 


DepoBts 


Rtttioof 
metalfie 


to 


depoMt 
ADonoU 


nota 


Dm.  81. 1918 
July  23.  1914 
Dee.  81,  1919 
Veb.  2,19191 
June  80.  1919 
Aas.  16, 1919 


31.070 
31.803 
32.841 
32.954 


1.241 
1.238 
202 
202 
274 
271 


291 
57 
57 
57 
56 


2.495 
2.180 
85.589 
37.107 
41,761 
42.722 


7.141 
7,184 
6,475 
6.511 


n.78» 
a75 
a7S 

aoo 

0.60 


I  Compiled  from  the  London  Economiet.    Noieporte  wefemndepablieintliemter- 
TAl  between  the  time  of  deoUration  of  wmr  and  the  end  of  1917. 

*  From  Fetter  Lloyd,  at  quoted  in  Britieh  Board  of  Trade  Journal.  April  8, 1919. 
p.  454. 

I  pvom  L'Boonomiste  F^anoaie,  Blareh  8, 1919.  p.  295. 
«  Data  not  aTailable. 

•  Ratio  of  gold  and  eilTer  holdinci  to  note  eiroolation  only.  exoliMTe  of  dnioMli. 


Digitized  byVjOOQlC 


204  QUARTERLY  JOURNAL  OF  ECONOMICS 

and  were  made  compulsory  legal  tender,  redeemable  in 
gold  at  a  definite  date  after  the  declaration  of  peace. 

Since  no  fixed  ratio  of  silver  to  gold  existed  and  since 
the  shortage  of  small  change  was  accompanied  by  a 
reduction  in  the  discoimt  of  silver,  100  sUver  piastres 
were  accepted  as  the  equivalent  of  one  gold  pound,  in- 
stead of  108  as  heretofore.  It  was  felt  therefore  that 
the  repayment  of  currency  notes  would  give  rise  to  many 
difficulties  after  the  war  and  that  an  immediate  reform 
in  the  currency  was  advantageous  and  advisable. 

The  new  currency  law  passed  April  8, 1916,  went  into 
effect  April  14,  1916.  By  its  provisions,  the  currency 
was  supposed  to  have  been  placed  on  a  gold  basis. 
The  limits  of  legal  tender  were  fixed  at  300  piastres 
for  silver  coins  and  50  piastres  for  nickel  coins.  Altho 
free  coinage  of  silver  was  not  expressly  abolished,  sil- 
ver was  reduced  to  the  status  of  small  change.  The 
piastre,  made  of  nickel  and  equivalent  to  40  para,  was 
made  the  monetary  unit.  Fractional  denominations  of 
20,  10,  and  5  para  were  also  issued  and  the  old  silver 
piastres  and  half-piastres  were  replaced. 

The  silver  coinage  (purity  83  per  cent)  now  consisted 
of  2,  5,  10,  and  20  piastre  pieces,  the  latter  being  the 
equivalent  of  one  medjidie.  The  gold  coinage  (purity 
9161  per  cent)  comprised  pieces  of  25,  50,  100,  250,  and 
500  piastres.  The  gold  pound  or  its  equivalent  in  paper 
was  made  equal  to  100  piastres  or  5  medjidies. 

Altho  specualtion  in  coinage  was  to  be  penalized  and 
the  government  promised  to  establish  money-changing 
offices  in  the  capital  and  in  the  provinces  in  order  to 
eliminate  abuses  of  money-changers,  the  activities  of 
the  latter  continued.  The  currency  became  greatly 
depreciated,  the  discount  running  as  high  as  500  per  cent 
as  compared  with  gold,  and  instead  of  being  on  a  gold 
basis,  Turkey  is  now  almost  completely  in  the  throes  of 
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a  paper  money  r^gime.^  The  face  value  of  imperial 
treasury  notes  in  forced  circulation  throughout  the  Otto- 
man Empire  is  at  present  about  160  million  Turkish 
pounds  of  which  about  5  million  are  covered  by  gold 
belonging  to  the  Turkish  Public  Debt  Administration 
and  the  remainder  is  guaranteed  by  German  treasury 
bills  registered  in  Berlin  in  the  name  of  the  Public  Debt 
Administration.  The  latter  does  not  guarantee  the 
reimbursement  of  these  notes  but  imdertakes  that  the 
amounts  which  it  may  receive  in  gold  in  payment  of 
German  treasury  bills  will  be  applied  to  the  note  cir- 
culation. Liquidation  of  the  Gennan  treasury  bills  is 
spread  over  12  years  but  since  Germany  is  unlikely  to 
to  carry  out  this  payment,  paper  money  has  fallen  into 
further  discredit.* 


Louis  Ross  Gottlieb. 


PUBUC  SSRYICB  COMMISBION, 

New  Yobx  Citt. 


>  Tbe  agio  on  cold  Moordinc  to  one  writer  fluetuated  from  2  to  lft5  per  cent  in  1016; 
from  135  to  500  per  cent  in  1917;  from  180  to  405  per  cent  in  1918;  and  from  302  to 
431  per  cent  in  the  first  three  months  of  1919.  Cf.  Jean  Verceot,  "  Le  Papier-Monnaie 
«n  Tarquie  pendant  la  Ouerre,'*  in  Bevue  d'Eoonomie  Politique,  Biay-June,  1919,  pp. 
278-300. 

•  Cf .  London  Banken*  Magarine,  May,  1919,  p.  688. 
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SUMMARY 

Treatiaes  of  the  past  decade,  209.  —  Economic  history  has  been 
studied  by  periods,  213.  — The  genetic  point  of  view,  214.  —  The  con- 
tent of  economic  history,  217.  —  Need  of  a  synthesis  of  development, 
31&  —  Dependence  of  economic  history  on  histoiy  and  economics,  220. 
—  Conclusion,  224. 

Of  late  years  economic  history,  in  common  with  other 
studies,  has  suffered  from  the  effects  of  the  great  war, 
both  in  diminished  production  and  in  the  death  on  the 
field  of  battle  of  some  of  its  younger  devotees.  And 
each  of  the  four  great  countries  contributing  to  the  field 
of  economic  history  has  lost  from  natural  causes  at 
least  one  of  its  distinguished  scholars.  Levasseur's  long 
career  of  useful  work  came  to  a  close  early  in  the  decade. 
He  had  begun  to  contribute  to  our  knowledge  of  French 
economic  history  as  far  back  as  1854 ;  he  died  before  the 
second  volume  of  his  Histoire  du  Commerce  de  la  France 
left  the  press  in  1912.  Levasseur  occupied  at  the  Col- 
lege de  France  the  only  chair  in  France  that  resembled 
economic  history.    In  America,  Callender  died  before 

I  Read  at  the  anniuJ  meeting  of  the  American  Hiatorical  Auociation,  Deceniber  29, 
UIQ. 
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attaining  the  ripeness  of  scholarship  which  his  early 
work  promised.  He  has  been  a  modd  for  younger  men, 
and  his  influence  lives. 

Germany  no  longer  has  before  it  the  colossal  figure 
of  a  Schmoller,  surrounded  by  a  seminar  of  disciples 
destined  to  spread  his  influence  in  distant  parts  and 
fulfill  his  wish  for  more  careful  special  studies  on  eco- 
nomic history.  Schmoller  was  an  historical  economist, 
but  his  methods  called  for  painstaking  researches  in 
economic  history.  His  influence  in  our  generation,  upon 
such  scholars  as  Ashley,^  Gay,  Seligman,  and  Unwin, 
may  be  compared  with  that  of  Ranke  in  the  field  of  polit- 
ical history  a  generation  or  so  ago.  It  seems  probable 
that  the  work  of  Ranke  will  be  more  enduring  than  that 
of  Schmoller.  Economists  have  expressed  themselves 
as  disappointed  with  Schmoller's  life  work,  as  partially 
sunmied  up  in  his  Grundriss.  The  historical  method,  as 
applied  to  economic  studies,  seems  in  large  part  to  have 
failed  at  the  hands  of  both  the  younger  and  older  group 
of  historical  economists. 

A  few  months  ago  Cunningham,  the  dean  of  English 
economic  historians,  passed  away.  He  left  but  one  work 
of  importance  and  that  practically  his  first,  published 
in  1882  but  greatly  extended  in  subsequent  years.  It 
was  the  first  textbook  which  covered  even  approxi- 

1  Sir  William  Ashley,  brilliant  amoD«  economic  historians,  wrote  on  April  10,  1919, 
oonceming  his  introduction  to  economic  historj*:  **  My  undercraduate  training  was  as 
a  historian,  in  the  Oxford  History*  School  which  was  so  largely  the  creation  of  Stobba. 
Then,  as  a  young  graduate,  I  was  greatly  impressed  by  the  kctnres  of  Arnold  Toynbee, 
under  whom  also  I  did  some  httle  personal  work.  I  ha|H>aied  also  upon  the  Esnys  of 
ChfFe  Leslie  —  and  I  can  still  remember  the  novel  glow  <rf  oonacioas  »»*»»*tf>l  enjoyment 
with  which  I  resd  them.  His  book  made  me  aware  of  the  German  Hisiarical  School  of 
Economists:  and  I  found  in  Schmoller *s  writings  —  such  as  the  Klein^wtib^  and  in 
some  things  of  Sch5nberg  on  ZHjk/U — examples  of  the  way  in  whi^  theinstitotioiialbiaa 
I  had  received  from  Stubbs  couki  be  continued  with  the  Economic  interest,  I  will  not 
■ay  created  but  at  any  rate  strengthened,  by  Toynbee.  Of  conrae  at  the  back  of  it  all, 
I  suppose,  are  the  facts  that  I  was  myself  the  son  of  a  London  artisan,  and  also  oame 
from  a  very  serious  nonconformist  circle.  And  the  ultimate  purpose  of  all  my  enr)y 
mediaeval  studies  was  to  oast  light  on  the  general  movement  of  Eeonomio  gfuliiUuit 
and  eifWciaUy  on  its  most  recent  stages.*' 
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mately  the  whole  of  EngliRh  economic  history.^  Cun- 
ningham's work  has  been  criticized  frequently.  It 
cannot  stand  the  test  of  more  specialized  research,  it 
often  confuses  the  most  important  issues,  and  nowhere 
does  it  stimulate  to  further  study,  except  by  way  of 
correction.  But  it  remains  a  useful  compilation  of  facts 
put  t(^ther  so  as  to  show  certain  causal  relations, 
especially  in  so  far  as  these  may  be  found  in  parallel 
studies  of  economics,  poUtics,  and  reUgion. 

Fortunately  we  still  have  with  us  some  of  the  pioneers. 
Bolles,  the  first  to  write  an  Industricd  History  of  the 
United  States  (1878),  has  informed  me  that  he  under- 
took his  task  because  a  larger  cooperative  woric  of  the 
same  character  had  failed,  and  he  saved  all  there  was 
from  ruin.  Germany  still  has  Brentano  and  Bticher, 
tho  the  latter  is  not,  strictly  speaking,  an  economic 
historian.  The  first  volume  of  Bucher's  Lebenseririn 
nerungen,  which  we  await  with  interest,  is  to  appear 
soon.  Altho  these  men,  now  dead  or  aging,  have  played 
their  part,  their  influence  continues.  Studies  of  the 
kind  made  when  they  were  at  their  height  have  also 
been  made  during  the  last  decade  —  careful  minute 
researches  in  widely  scattered  fields  of  activity. 

Perhaps  out  of  the  mass  of  scattered  researches  re- 
cently published,  we  are  justified  in  selecting  three  sub- 
jects of  special  significance:  enclosures,  capitalism,  and 
labor.  TTie  enclosure  movement  has  trained  the  wits 
and  taxed  the  industry  of  scholars  on  both  sides  of  the 

>  On  February  22,  1019,  Cunningham  described  hia  earliest  stepe,  in  the  followinc 
words:  "  It  was  rather  accidentally  that  I  came  to  devote  myself  to  Economic  History. 
It  had  a  place  in  the  History  Course  at  Cambridge  from  the  first  (1878),  and  as  there  waa 
no  teacher  of  the  subject,  I  was  asked  by  the  History  Board  to  do  my  best  with  it.  I  had 
some  knowledge  of  PoUtioal  Economy  and  did  my  best  to  get  up  the  History:  I  found  a 
textbook  waa  much  needed  and  managed  to  write  one  in  1880.  I  see  from  the  authoritieB 
quoted  that  I  waa  acquainted  with  Sohans,  Ochenkowski  and  Brentano,  but  my  chief 
personal  and  conscious  debt  was  to  Rosoher  whose  monograph  on  eighteenth  century 
Rnglish  writers  waa  most  instructive.  I  tried  to  understand  what  pamphleteers  and 
others  were  aiming  at,  and  to  read  the  facts  of  the  time  in  the  light  of  the  ideas  of  thft 
time,  aa  far  as  I  could.*' 
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Atlantic.  It  has  thus  far  reached  its  cuhnination,  tho 
perhaps  not  its  conclusion,  in  the  work  of  Tawney,  one 
of  the  finest  products  of  the  decade. 

Sombart  was  the  first  to  give  a  really  historical  turn 
to  studies  on  capitalism.  He  blazed  the  path  in  the 
direction  of  the  origin  of  capitalism  and,  within  our 
decade,  in  the  direction  of  the  psychological  side  of  its 
development.  His  chief  enduring  work,  however,  will 
be  to  stimulate  others.  In  Sombart's  own  country, 
Heynen  and  especially  Strieder  have  made  important 
additions  to  our  knowledge,  and  in  England  we  note 
the  contributions  of  Scott  and  Unwin. 

The  history  of  labor  is  still  in  the  pioneer  stage,  but 
in  America  it  has  been  carried  a  step  farther  by  the 
volumes  of  Commons.  The  fact  that  three  out  of  the 
four  papers  on  economic  history  read  at  this  session  of 
the  Historical  Association  deal  with  the  history  of  la- 
bor, is  not  without  significance.  (Xir  current  researches 
reflect  the  world's  interest  in  capitalism  and  labor,  and 
we  can  with  difliculty  avoid  the  conclusion  that  these 
will  occupy  the  centre  of  interest  for  years  to  come.  On 
these  subjects  we  need  studies  in  great  numbers.  It  goes 
without  saying,  that  to  be  useful,  they  must  be  above 
all  impartial  and  objective,  xmlike  the  book  called  The 
Tovm  Labourer  J  recently  written  by  the  EEanunonds. 

If  one  were  to  set  before  himself  the  task  of  enumerat- 
ing work  of  high  excellence  by  individuals,  published 
during  the  last  ten  years,  he  would  be  compelled  to  men- 
tion Scott's  three  volumes  on  the  early  Joivi  Stock  Com- 
panics  (1910-12),  Lloyd's  CiUlery  Trades  (1913),  and 
Gray's  English  Field  Systems  (1915).  As  these  books 
exemplify,  the  progress  has  been  substantial;  but  it  has 
been  practically  all  in  the  direction  of  monographic 
studies.  At  the  other  extreme,  of  coiu^,  are  the  nu- 
merous textbooks,  more  or  less  elementary  and  aiming 
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at  general  presentation;  but  with  these  we  are  not  now 
concerned. 

In  the  study  of  economic  history  we  find  that,  while 
economists  are  primarily  interested  in  topics,  especially 
those  of  recent  development,  historians  have  a  pref- 
erence for  specialization  in  some  period  of  history. 
Whether  the  historian  has  made  his  choice  by  way  of 
reaction  from  the  older  accounts,  such  as  that  of  Adam 
Anderson,  which  b^an  at  the  creation,  or  whether  it  is 
in  imitation  of  the  laudable  example  of  nineteenth 
century  political  historians,  I  do  not  know.  If  the 
latter,  then  the  imitator,  to  be  logical,  should  include 
contemporary  foreign  institutions  and  should  make 
comparative  studies. 

Certainly  the  choice  of  periods  has  some  justification 
in  the  able  work  of  Schanz,  Below,  and  Vinogradoff. 
But  there  is  one  objection  to  it  which  is  gradually  being 
perceived.  In  the  hands  of  lesser  scholars  it  leads  to 
the  erection  of  stone  walls  at  the  b^inning  and  at  the 
end  of  the  periods  in  question.^  To  perceive  the  sum 
total  of  development  in  one's  own  field,  no  matter  how 
inadequate  that  perception  may  be,  is  the  task  of  the 
specialist;  to  understand  the  causal  forces  behind  that 
development  is  the  goal.  But  it  is  one  often  beyond  his 
reach. 

A  distinguished  American  economist  has  belittled  the 
study  of  the  past  for  every  reason  except  to  show  that  it 
is  different  from  the  present.  He  holds  that  the  iostitu- 
tions  of  the  present  have  not  grown  out  of  the  past  but 
have  arisen  out  of  needs  developed  in  modem  times. 
Stubbs  has  aptly  expressed  the  contrary,  namely,  that 
the  roots  of  the  present  lie  deep  in  the  past.  All  eco- 
nomic history,  all  institutional  history  in  fact,  proves 

>  By  the  principle  of  development  or  evolution,  alone,  can  researches  in  the  natural 
or  aodal  adenoes  be  summed  up. 
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this.  The  Industrial  Revolution  was  but  a  quickening 
pace  of  society.  Perhaps  the  studies  of  the  future  will 
show  in  detail  that  the  Industrial  Revolution,  like  the 
French,  was  a  continuation  and  an  accentuation  of  a 
slowly  developing  movement — the  influence  of  the  mar- 
ket on  industry  and  agriculture  and  the  growing  domi- 
nance of  the  man  possessing  capital  over  the  man 
possessing  none. 

The  practice  of  studying  economic  history  by  periods 
is  at  its  worst  when  the  periods  studied  are  political.  It 
is  not  to  be  expected  that  economic  history  could  at 
once  throw  over  the  political  traditions  of  a  generation, 
but  it  is  a  reasonable  hope  that  this  is  the  ultimate  goal. 

At  the  opposite  pole  from  the  historian  who  deals 
with  closed  periods  of  history  is  the  broad  sweep  of  the 
genetic  economist  who  knows  neither  time  nor  place. 
The  extremes  of  each  method  are  perhaps  equally  ob- 
jectionable, but  the  advantages  of  genetic  studies  have 
been  too  clearly  demonstrated  to  be  longer  ignored. 
The  essentials  of  changes  in  any  field  can  be  summed  up 
and  expressed  with  emphasis  in  the  form  of  stages  of 
development,  not  of  history.  A  few  pages  can  elucidate 
a  volume  of  facts.  Moreover,  the  whole  development 
from  first  to  last  is  perceived  and  the  present  and  past 
can  be  connected.  Genetic  studies  would  provide  a 
leaven  for  an  otherwise  undirected  and  uninteresting 
subject.  The  view  of  Hildebrand  that  the  exchange  of 
goods  has  passed  through  three  stages,  barter,  money, 
and  credit,  has  been  a  stimulus  to  research  that  has  no 
doubt  discredited  the  stages  in  question,  yet  has  led  to 
the  discovery  of  new  ones  and  has  given  rise  to  an  em- 
phasis upon  the  exchange  of  goods  which,  however 
misplaced  by  some,  remains  fundamental. 

No  one  who  pursues  the  genetic  trail  far,  can  fail  to 
see  its  possible  shortcomings.    It  is  difficult,  indeed. 


Digitized  byVjOOQlC 


PRESENT  CONDITION  OF  ECONOMIC  HISTORY     215 

when  following  the  line  of  development  to  stop  at  the 
proper  places  for  the  study  of  causation.  As  we  trace 
the  stages  through  which  agriculture  has  passed,  we  may 
forget  the  influences  that  determine  the  changes;  for 
example,  the  growth  of  a  metropolitan  demand  for 
foodstujffs  or  a  shift  in  industrial  production  which 
robs  the  countryside  of  its  manufactured  by-products. 
Forewarned,  however,  is  forearmed,  and  the  guilt  of 
neglecting  causes  may  be  expected  to  be  peculiar  to 
individual  scholars  rather  than  to  the  method  of  ap- 
proach. 

In  genetic  treatment  Ues  the  danger,  on  the  other 
hand,  of  a  return  to  deductive  study  as  contrasted  with 
deductive  presentation  of  results.  There  is  a  suggestion 
of  this  evil  in  Lloyd's  Cutiery  Trades;  and  in  Miss 
Hazard's  Boot  and  Shoe  Industry  in  Massachusetts  (1913) 
we  have  an  apparently  well-developed  case.  While 
Lloyd  follows  the  accepted  stages  of  industrial  develop- 
ment in  England,  Miss  Hazard  follows  more  or  less 
closely  those  of  German  history.  The  obvious  danger 
is  that  historical  researches  will  tend  to  find  illustrations 
for  preconceived  theories  of  development. 

Genetic  studies  are  usually  held  to  be  incompatible 
with  comparative  studies.  He  who  travels  far  cannot 
cover  a  wide  area.  Those  valuable  comparisons  and 
checks  to  generalizations  which  are  based  on  narrow  re- 
search are  not  so  likely  to  be  made.  The  success  of  com- 
parative studies  in  religion  and  philology  is  paralleled  by 
similar  studies  in  history,  notably  in  the  work  of  Gross 
on  the  gild  merchant,  Haskins  on  Norman  institutions 
and  Meitzen  and  Gray  on  village  settlements.  But  it 
should  be  noted  that  in  one  sense  genetic  studies  are 
fundamentally  comparative.  One  stage  is  compared 
with  another,  rather  than  the  institutions  of  one  coun- 
try with  those  of  another.    An  obvious  advantage  of 
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such  comparison  would  be  the  avoidance  of  anachron- 
ism, the  ever-present  sin  of  historiography.  Unques- 
tionably the  ideal  would  be  to  cast  aside  the  apparent 
contrast  of  comparative  and  genetic  studies  familiar  to 
the  biologist,  and  to  create  a  larger  genesis  based  on 
parallel  developments  in  various  lands  and  continents. 
Investigations  of  ancient  Roman  history,  based  on  a 
study  of  tribal  conditions  among  the  barbarous  peoples 
of  modem  times,  show  how  genetic  a  comparative  study 
may  become.  The  same  would  be  true  of  studies  of  out- 
of-the-way  places  in  the  world  such  as  missionaries 
might  today  be  making  for  us,  if  only  there  were  some 
agency  for  organizing  and  utilizing  their  services. 

The  genetic  point  of  view  is  as  ancient  as  Hesiod  and 
Vergil.  It  has  been  applied  to  economic  development 
in  recent  times  by  Storch,  List,  Roscher,  Schmoller,  and 
Biicher.  It  is  historical  economics  without  the  partic- 
^ar  affiliations  of  either  the  younger  or  the  older  school. 
The  logical  result  is  a  science  of  genetic  economics,  or 
a  theory  of  economic  history.  It  is  to  be  noted  that  this 
is  not  economic  history  and  never  can  be  treated  as  such. 
The  former  deals  with  theories  of  what  the  past  has 
been;  the  latter  with  the  facts  of  the  past.  But  genetic 
economics  would  be  a  stimulus  to  economic  history 
itself;  and  it  would  prepare  for  the  use  of  the  economist 
and  the  sociologist  materials  which  otherwise  are  beyond 
their  reach.  The  historian  sometimes  marvels  at  the 
theorist's  easy  leap  from  primitive  times  to  the  era 
b^inning  with  the  Industrial  Revolution,  and  at  the 
nonchalance  with  which  he  ignores  well  worked-out 
historical  developments  of  the  intervening  period.  It 
is  just  here  that  genetic  economics  might  step  in,  to 
pro\ade  the  missing  link  between  intensive  detailed 
historical  studies  and  theoretical  exposition  of  the  main 
developments. 
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It  must  be  confessed  that  our  faith  in  the  leavening 
^ect  of  theory  on  a  study  of  facts  has  not  always  been 
justified.  Altiio  economic  history  has  for  generations 
been  dealt  with  by  economic  theorists,  it  has  never 
evolved  an  adequate  content,  or  an  analysis  of  its  own 
scope,  comparable  to  that  of  economics  itself.  The 
content  of  economic  history  results  from  the  practices 
of  economic  historians  of  the  period  1750-1850  —  his- 
torians such  as  Anderson,  Gtilich,  and  Torrens.  Ap- 
parently Torrens  was  the  first,  or  nearly  the  first,  to 
write  an  Industrial  History  (1846).  This  title,  adopted 
by  many  successors,  places  emphasis  upon  industry  in 
a  large  sense,  in  other  words,  production.  It  implies 
that  there  is  no  recognized  place  for  distribution.  When 
economic  history  came  under  the  influence  of  historical 
economics  in  the  latter  half  of  the  nineteenth  century, 
there  was  some  disposition  to  turn  to  distribution. 
Thorold  Rogers  made  an  historical  study  of  wages  but 
foimd  very  few  followers,  none  to  labor  on  the  same 
scale.  The  work  of  Steffen  did  not  prove  constructive 
or  suggestive.  Just  before  the  beginning  of  the  late 
war  several  articles  appeared  in  English  and  German 
joiunals  on  the  subject  of  the  regulation  of  wages  in 
England  from  the  Black  Death  onward.  These  tended 
to  modify  considerably  the  conclusions  of  Rogers  on 
the  subject,  but  up  to  date  have  not  been  brought  to 
a  head.  Generally  speaking,  economic  historians,  as 
distinct  from  historical  economists,  are  still  interested 
primarily  in  production.  At  times  they  deal  with 
the  factors  of  production  —  the  orthodox  land,  labor, 
capital,  and  management;  but  their  chief  concern  is 
with  the  processes  of  production,  such  as  agriculture, 
manufacture,  and  commerce.  In  the  handling  of  these, 
there  has  been  too  little  advance  since  the  eighteenth 
centiuy. 
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But  this  is  not  all.  Even  the  treatment  of  the  proc- 
esses of  production  is  incomplete.  Collectional  produc- 
tion, the  economic  cultures  (other  than  agriculture),  and 
storage  or  the  production  of  time  utility,  are  g^ierally 
ignored,  at  best  but  lightly  dwelt  upon.  Storage  is  to- 
day one  of  the  three  divisions  of  commerce,  the  other 
two  being  the  transportation  and  the  exchange  of  goods. 
Neither  of  the  last  two  functions  can  be  performed  to 
any  great  extent  under  modem  conditions  without  a 
well  developed  system  of  storing  or  warehousing.  Nor 
can  we  carry  on  agriculture  or  manufacture  without  it. 
The  neglect  of  storage  is  probably  a  survival  of  the 
medieval  attitude  toward  this  kind  of  production;  it 
was  then  ignored,  or  when  considered,  condemned.  But 
developments  of  recent  times  help  us  to  visualize  the 
function,  especially  when  we  see  the  lU'ban  warehouse 
become  the  nucleus  of  a  great  marketing  enterprise, 
and  a  rural  grain  elevator  become  the  means  not  only 
for  selling  the  products  of  the  district  but  for  purchasing 
supplies  from  the  outside. 

The  time  is  perhaps  ripe  for  suggesting  possibilities  of 
another  kind.  Without  ceasing  to  write  special  trea- 
tises, we  might  well  devote  more  attention  to  synthesis; 
to  put  together  some  of  the  isolated  researches  and  to 
give  direction  to  future  studies.  Possibly  some  of  us 
have  become  impatient  with  economic  history  because 
it  turns  to  this  field  and  to  that,  as  some  current  need 
dictates  —  at  present  to  capital  and  labor,  neglecting 
other  important  phases  of  its  recognized  interests  which 
are  necessary  to  an  understanding  of  the  whole.  I 
believe  that  in  the  long  run  the  best  interests  of  the 
subject  demand  a  balancing  of  the  two:  the  study  both 
of  the  pressing  problems  of  the  present  from  the  his- 
torical viewpoint,  and  of  those  neglected  branches  of 
economic  history  needed  to  round  out  our  subject.   The 
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desire  for  synthetic  studies  alternates  with  the  demand 
for  analytic  studies.  We  can  see  this  swing  of  the  pen- 
dulum taking  place  at  different  times  from  the  early 
eighteenth  century  to  the  late  nineteenth.  The  last 
swing  has  been  toward  special  studies  in  reaction  from 
the  over-hasty  generalizations  of  the  older  historical 
economists.  It  has  crystallized  around  the  school  of 
Schmoller. 

Any  important  synthesis  at  the  present  state  of  our 
subject  must  be  made  with  a  central  theme.  The  prob- 
lem, then,  is  to  find  this  theme,  something  around  which 
all  else  turns.  There  can  hardly  be  unanimity  of  opinion 
as  to  what  this  is;  but  there  seems  to  be  an  increasing 
tendency  to  accept  the  function  of  exchanging  goods  as 
the  centre  about  which  all  else  really  moves.  Of  course, 
if  we  have  historical  development  in  mind,  we  should 
broaden  this  into  the  satisfaction  of  human  material 
wants,  attained  at  first  by  direct  means  and  later  by 
exchange.  If  this  procedure  proves  acceptable,  then  we 
shall  have  such  fundamental  stages  for  all  kinds  of  pro- 
duction as  the  following:  production  (1)  for  immediate 
use  by  the  producer  or  his  kin,  (2)  for  sale  directly  to 
the  consumer,  and  (3)  for  sale  through  middlemen. 

Of  course  we  cannot  but  pause  long  and  earnestly 
before  synthesizing.  It  may  be  a  brilliant  idea  that  we 
need,  or  it  may  be  a  series  of  painstaking  efforts.  At 
any  rate  we  remember  the  premature  essays  of  an- 
thropologists and  sociologists  in  this  direction,  some  of 
them  as  late  as  Oppenheimer's  Theorie  der  Reinen  und 
Politischen  Okonomie  (1910).  Even  more  than  this, 
however,  is  the  fear  already  expressed  that  economic 
history  has  not  yet  been  given  an  adequate  content  or 
a  suflBciently  wide  scope.  Synthesis  based  upon  a  con- 
sideration of  production  alone  can  hardly  be  successful, 
if  we  are  later  to  lay  equal  stress  upon  distribution.    It 
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may  be,  however,  that  our  understanding  of  social  evolu- 
tion would  be  most  advanced  if  we  should  divide  om* 
work  into  three  fields:  economic  history  dealing  with 
production;  social  history  with  distribution;  and 
thirdly  the  history  of  economic  thought.  Whether 
such  a  threefold  division  be  maintained  or  not,  each  one 
of  the  three  will  have  to  be  studied  with  the  others  in 
mind.    This  is  the  larger  sjrnthesis. 

Perhaps  most  of  the  ills  from  which  economic  history 
suffers  are  due  to  its  continued  dependence  on  history 
and  economics,  on  historians  and  economists.  In  this 
dependence  there  is,  to  be  sure,  the  advantage  of  getting 
stimulus  from  outside;  but  it  gives  rise  to  countervailing 
disadvantages.  One  of  them  is  the  lack  of  specialists. 
Yet  economic  history  is  a  relatively  old  science.  It  was 
well  under  way  in  the  eighteenth  centiuy,  as  we  have 
observed.  Omitting  all  reference  to  the  numerous  works 
that  appeared  in  that  century  and  in  the  early  part  of 
the  next,  we  may  note  that  at  least  as  early  as  1853  an 
academic  lecture  was  deUvered  on  the  subject  by  Inama- 
Stemegg,  and  at  least  as  early  as  1878  and  1879  the 
same  scholar  wTote  books  bearing  the  words  "  economic 
history ''  in  the  title.  One  of  England's  leading  uni- 
versities, Cambridge,  gave  to  economic  history  a  place 
in  the  curriculum  in  1878;  tho  there  are  in  England 
today  few  instructors  in  the  subject.*  At  Harvard  in 
1883,  Dunbar  began  his  course  on  modem  (since  1750) 
economic  history,  the  preciu'sor  of  the  one  still  given. 

>  In  1908,  according  to  L.  L.  Price  (The  Study  of  EcoiK>mio  History,  p.  5).  there  were 
inetructors  in  economic  history  in  the  following  F-ngli^h  institutions:  one  at  Oriel  Col- 
Icce,  Oxford,  one  at  Manchester,  and  two  at  the  London  SchocJ  of  Economics.  I  have 
learned  of  no  subsequent  additions. 

The  subject  is,  of  course,  widely  taught  in  England,  as  is  indicated  by  the  foUowing 
quotation,  but  not  by  those  giving  their  whole  attention  to  it.  **  Before  he  [Cunning- 
bam]  died  he  saw  his  subject,  which  in  my  time  at  Cambridge  (1890-94)  was  only  one 
paper  in  the  History  Tripos,  included  in  the  Economic  Tripos,  and  taught  in  every 
University  of  any  standing  in  the  United  Kingdom.  It  s|»ead  from  there  to  workers* 
edttoational  rlssscs.  and  is  now  widely  taught  in  secondary  schools.**  Mia.  KnoiHea, 
Eoonomic  Joumal,  September.  1919,  p.  391. 
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And  in  1892  Harvard  made  Ashley  the  first  professor  of 
economic  history  in  America,^  probably  the  first  in  any 
comitry.  Even  in  Germany,  the  land  of  so  much  pi- 
oneering in  this  department  of  learning,  there  is,  I 
believe,  no  chair  of  economic  history  and  very  few 
courses  on  the  subject,  almost  none  outside  of  Munich. 
France  has  been  much  worse  off. 

This  dependence  has  led  to  a  duality  of  contribution 
which  breaks  up  the  subject  into  two  component  parts. 
While  historians  are  primarily  interested  in  the  period 
before  the  Industrial  Revolution,  recent  economists  are 
primarily  interested  in  that  following  the  Revolution. 
The  continuity  of  development,  which  is  as  real  as  that 
of  the  English  constitution  after  the  Puritan  Revolution, 
is  destroyed  and  the  whole  movement  of  history  per- 
verted. 

Economists,  it  is  said,  have  of  late  been  losing  interest 
in  economic  histoiy.  If  this  be  so,  the  dependence  of 
economic  history  on  the  efforts  of  economists  involves 
a  distinct  loss  to  our  science;  especially  does  it  seem  so, 
when  we  reflect  upon  the  valuable  contributions  of  such 
economists  as  Rogers,  Jevons,  Dunbar,  Taussig,^  and 
Brentano;  and  even  more  so,  if  we  accept  the  verdict  of 
Professor  Seligman  that  "  all  the  great  progress  in  eco- 
nomic history  has  come  from  the  economists  and  not 
from  the  historians,  or  it  has  come  from  the  historians 

>  Profeesonhipe  in  economic  history  are  now  found  in  at  least  four  American  uni- 
venities.  Harvard,  Colimibia,  Yale,  and  Minnesota.  Several  professors  in  other  instita- 
tions  devote  their  whole  attention  to  the  subject  but  occupy  chairs  in  the  department  <^ 
history  or  economics. 

t  On  July  21,  1919,  Professor  Taussig  wrote:  "  Professor  Dunbar's  own  investifl»- 
tions  were  largely  historical  in  character.  He  had  planned  a  financial  history  of  the 
United  States  and  it  has  always  been  a  matter  of  keen  regret  to  me  that  he  never  was 
able  to  carry  out  the  project.  He  had  given  attention  also  to  a  number  of  topics  in 
economic  history  outside  the  United  States,  especially  with  regard  to  financial  matters 
such  as  the  history  of  assignats  in  the  French  Revolution,  and  the  development  of  Duteh 
oommeroe  and  industry.  Perhaps  I  ought  to  add  that  my  own  work  on  the  Tariff  Hia- 
tory  of  the  United  States  had  its  origin  in  suggestions  made  to  me  by  Professor  Dunbar 
shortly  after  I  graduated  from  Harvard  College.** 
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who  were  primarily  trained  in  economics."  *  Whether 
the  economist  has  lost,  or  is  losing,  interest  in  economic 
history  because  historical  economics  has  become  dis- 
credited, or  because  the  statistical  method  as  applied  to 
historical  data  has  failed,  or  because  economic  history 
has  neglected  to  keep  pace  with  the  change  in  interest 
from  production  to  distribution,  it  is  difiSicult  to  say.  It 
is  only  fair  to  point  out  that  while  the  economist  may  be 
losing  interest  in  economic  histoiy  as  a  study,  he  is,  of 
course,  not  departing  from  the  old  custom  of  using  eco- 
nomic historical  data,  notably  for  illustration.  It  is  not 
improbable  that  economic  history,  with  its  long  expe- 
rience with  the  subjection  of  the  individual  to  the  pro- 
ducing group,  has  something  special  for  the  economist 
of  the  near  future,  which  the  economist  of  the  im- 
mediate past,  reared  in  a  competitive  individualistic 
surrounding,  did  not  possess.  In  other  words,  it  is  rea- 
sonable to  suppose  that  with  the  present  growing 
tendency  toward  cooperation  and  regulation  which  are 
distinctive  of  the  distant  and  medieval  past,  economists 
will  turn  more  and  more  to  early  experiences  for  a  guide 
to  the  future.  This  is,  of  course,  paralleled  by  the  atten- 
tion which  they  have  recently  given  to  the  teaching  of 
psychologists  in  the  field  of  instincts  and  emotions,  and 
constitutes  a  valuable  supplement  to  it. 

It  may  be  that  the  dependence  of  economic  history  is 
responsible  for  the  lack  of  an  encyclopedia  of  economic 
history,  of  a  dictionary  of  economic  historical  terms,  of 
a  single  journal  of  economic  history,  now  that  the  Vier- 

1  It  b  interesting  to  contrast  this  view  of  Professor  Seligman  (expressed  in  a  private 
eommunication  dated  May  6, 1919)  with  that  of  Sommerlad:  **  The  historian  is  master 
in  the  house  [of  economic  history]  which  he  has  built.**  Quoted  by  Briuer,  Kiitiaehe 
Studien  .  .  .  Wirtschaftsgeschichte  (1912).  p.  189.  Probably  the  two  views  may  be 
harmonised  by  saying  that  historians  at  first  did  the  building  but  that  histoiieal  eoon- 
omists  have  done  the  finishing;  that  historians  developed  production  and  eoonomitte 
added  distribution.  If  the  views  expressed  in  this  paper  be  oorreot,  the  third  period  will 
be  one  in  which  the  qpecialists  in  economic  history  will  make  over  their  science  in  aeooid 
with  its  peculiar  I 
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tdjahrschrift  fur  Sozial-  und  Wirtschaftsgeschichte  is 
(apparently)  defunct,  and  of  a  history  of  how  economic 
history  has  come  into  being. 

In  1879,  Inama-Stemegg  said  that  the  ultimate  goal 
was  an  economic  history  of  mankind,  written  with- 
out r^ard  to  territories  and  states.  In  1910  Brodnitz 
noted  that  as  yet  no  economic  history  had  been  written. 
And  at  the  close  of  the  decade  this  is  still  true;  we  have 
no  economic  historical  work  of  a  general  character. 
There  are  only  the  many  textbooks  of  single  countries, 
especially  England,  and  innumerable  highly  specialized 
and  detailed  researches.  It  would  be  tempting  then  to 
say,  were  it  not  for  doubts  already  expressed,  that  now 
is  the  time  for  an  economic  history  of  mankind  written 
from  the  genetic  point  of  view,  with  a  more  complete 
analysis  of  economic  phenomena,  and  based  upon  ade- 
quate comparative  studies.  Perhaps  the  chief  value  of 
such  a  suggestion  at  this  moment  is  that  it  may  serve  as 
a  directive  influence  to  our  otherwise  scattered  studies. 

If  the  dependence  of  economic  history  on  history  and 
economics  has  worked  on  the  whole  to  its  disadvantage, 
the  remedy  lies  in  specialization  in  economic  history, 
without  giving  up,  however,  the  balance  of  emphasis 
and  training  in  the  two  mother  subjects.  The  historian 
is  apt  to  be  deficient  in  his  imderstanding  of  the  newer 
forms  of  economic  analysis,  and  the  economist  is  likely 
to  know  little  about  the  latest  historical  researches. 
The  problems  of  economic  history  are  peculiarly  enough 
its  own  to  justify  a  more  independent  position.  There 
is  a  growing  interest  in  our  study  on  the  part  of  those 
who  emphasize  the  economic  interpretation  of  history; 
and  an  equally  great  interest  on  the  part  of  those  who 
are  absorbed  by  the  increasing  prominence  of  the  labor- 
ing class  and  who  wish  to  know  the  facts  of  past  economic 
development,  facts  which  may  help  explain  the  present 
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status  and  point  to  the  futxire  outcome.  It  is  not  un- 
likely that  the  increasingly  large  share  that  is  being 
taken  by  workmen  in  the  management  of  the  affairs  of 
cities  and  of  states  is  going  to  lead  to  a  study  of  eco- 
nomic history,  much  as  the  victory  of  the  middle  class 
led  to  a  study  of  constitutional  and  political  history. 
The  demand  for  economic  history  in  the  trade  schools 
and  secondary  schools  generally  seems  to  indicate  that 
neither  the  old  history  nor  the  current  economics  will 
wholly  answer  the  popular  needs  of  the  immediate 
futiu^. 

And  so  in  conclusion  we  may  note  that  present  tend- 
encies are  in  the  direction  of  greater  emphasis  on  eco- 
nomic history,  after  a  period  of  partial  echpse;  that  in 
the  last  few  years  stress  has  been  put  upon  the  history  of 
capital  and  labor  because  of  the  growing  antagonism  be- 
tween the  two ;  that  this  drift  might  be  balanced  by  other 
studies  which  reflect  a  more  complete  analysis  of  the 
content  of  economic  history;  that  the  chronological  and 
periodic  treatment  might  well  be  supplemented  by  the 
genetic;  and  that  the  guidance  of  economic  history, 
until  now  in  the  able  hands  of  historians  and  econo- 
mists, might  henceforth  more  profitably  be  lodged  with 
specialists  in  the  field. 

N.  S.  B.  Gras. 

Univebsitt  of  Minnesota. 
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THE  COST  OF  LIVING  FOR  WORKING  WOMEN  : 
A  CRITICISM  OF  CURRENT  THEORIES 

SUMMARY 

L  Five  current  theories:  pin  money,  joint  oost,  temporary  independ- 
ence, permanent  independence,  family  support,  226. — U.  Shortcomiagi 
of  current  theories,  234.  —  III.  Bases  of  a  theory  for  the  future,  240.  — 
Conclusion,  255. 

Minimum  wage  legislation  of  the  present  day  is  based 
upon  the  theory  that  the  normal  adult  woman  should 
be  capable  of  earning  enough  to  support,  herself;  that 
an  industry  that  fails  adequately  to  maintain  its  own 
workers  is  parasitic  upon  other  industries  or  upon  the 
public  welfare  and  had  better  go  out  of  business.  This 
at  once  raises  the  question,  What  constitutes  self-sup- 
port ?  Is  the  woman  worker  to  be  considered  as  an 
independent  unit  or  as  the  member  of  a  family  ?  If  the 
former,  how  far  is  it  necessary  to  look  into  her  indus- 
trial childhood  and  old  age  ?  And  if  the  latter,  what 
are  her  family  assets  and  liabilities  ?  We  are  thus 
immediately  involved  in  the  whole  problem  of  indus- 
trial standards  of  living.  The  present  paper  makes  no 
attempt  to  envisage  this  complex  problem,  but  en- 
deavors to  deal,  however  inadequately  for  that  segrega- 
tion, with  the  costs  of  the  wage-earning  woman  alone. 
In  so  doing  it  confines  itself  to  questions  of  theory 
primarily,  pointing  out  certain  shortcomings  in  current 
methods  of  attack  and  suggesting  certain  simple  lines  of 
approach  toward  a  future  solution.^ 

>  It  is  perhspe  unnecessary  to  state  that  the  present  writer  has  not  the  slightest 
intention  at  this  time  and  place  of  subjecting  to  criticism  or  indeed  analjrsis  of  any  sort 
the  general  theory  of  wages  (with  all  its  ramifications  of  productivity,  cost,  demand, 
employment)  which  might  be  supposed  to  underlie  the  establishment  of  a  minimnm 
wage  system  in  the  first  place.  Right  or  wrong,  such  a  system  appears  to  be  firmly 
intrenched  in  our  American  life.  Treating  it  therefore  as  an  accepted  fact,  oar  sole 
eoneem  here  will  be  with  its  application  to  the  question  of  cost  of  living. 

226 
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I.  Current  Theories 

Five  theories  at  the  present  time  hold  sway  in  various 
quarters  regarding  the  financial  responsibility  of  the 
woman  worker.  They  may  be  described  as:  (1)  the 
pin-money  theory ^  or  the  theory  that  a  woman's  wage 
should  be  expected  to  cover  only  a  part  of  her  expenses; 
(2)  the  joint-cost  theory,  or  the  theory  that  her  wage,  in 
order  not  to  be  parasitic,  must  cover  simply  her  individ- 
ual expenses  in  the  family  group;  (3)  the  temporary 
independence  theory,  or  the  theory  that  her  wage  must 
be  sufficient  to  keep  her  alive  while  working  away  from 
home;  (4)  the  permanent  independence  theory,  or  the 
theory  that  her  wage  must  be  sufficient  to  maintain  her 
in  independence  through  periods  of  enforced  unemploy- 
ment, through  illness  and  through  old  age;  and  (5)  the 
family  support  theory,  or  the  theory  that  a  woman's 
wage,  like  a  man's,  should  be  based  on  the  cost  of  sup- 
porting dependents. 

These  theories  have  arisen  in  rather  rapid  succession 
as  woman's  place  in  industry  became  more  assured.^ 
At  present  it  is  perhaps  fair  to  say  that  number  (1)  is 
regarded  as  ultra-reactionary  by  most  students  of  the 
subject,  and  number  (5)  as  ultra-radical. 

(1)  The  pin-money  theory  in  its  crude  form  has  in- 
deed httle  to  recommend  it.  It  presupposes  that  the 
low-paid  woman  is  so  well-off  on  her  own  account  that 
she  can  afford  to  work  for  a  pittance  that  covers  only  a 
part  of  her  necessary  expenses.  Stated  in  this  way  the 
theory  has  of  com-se  always  been  absurd.  In  a  subtler 
sense  it  has,  however,  this  basis  of  fact:  whether  or  no 

>  That  is,  they  hare  arisen  in  this  order  as  conoeptioDB  in  the  popular  mind.  In  Hi 
•eientific  form  Professor  Taussig's  joint-oost  theoiy  was  formulated  as  a  eritieiam  off 
•arly  American  minimuTn  wage  ariuments,  which  were  abeady  based  upon  tha  taas- 
poraiy  independence  theory. 
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women  of  the  low-paid  class  theoretically  ought  to  de- 
pend in  large  part  upon  their  families,  it  is  imquestion- 
able  that  large  nmnbers  of  them  practically  do.  The 
theory  is  itself  quite  as  influential  among  poor  families 
as  among  their  critics;  so  that  it  is  no  imcommon  sight 
to  see  a  shabby  mother  on  a  Saturday  night  proudly 
opening  the  imbroken  pay  envelope  her  well-dressed 
grown  daughter  hands  her,  and  in  return,  before  the 
week  is  out,  giving  the  daughter  more  than  the  envelope 
contained. 

(2)  The  joint-cost  theory,  or  the  theory  that  the  true 
criterion  of  self-support  is  the  cost  of  individual  living  in 
a  family,  has  received  its  most  adequate  formulation  at 
the  hands  of  Professor  Taussig.  Protesting  against  the 
absurdity  of  outlawing  as  "  parasitic  "  every  industry 
that  fails  to  pay  its  women  workers  half  as  much  as  com- 
monly supports  a  whole  family  of  five,^  he  points  out 
that  the  great  majority  of  low-paid  women  live  at  home 
and  thus  share  in  all  the  advantages  of  the  household 
economy.  Even  at  a  wage  that  would  be  patently  in- 
sufficient to  support  her  outside,  the  daughter  at  home 
is  a  distinct  financial  asset  to  her  parents.  If  she  died 
or  married,  they  would  be  poorer,  not  richer. 

(3)  The  temporary  independence  theory  meets  this 
statement  with  the  query,  But  what  of  the  girl  who  does 
not  live  at  home ;  who  does  have  to  board  at  commercial 
rates  ?  Should  she  not  have  enough  to  cover  the  cost 
of  that  temporary  absence  ?  Siu^ly  she  is  not  so  excep- 
tional as  to  be  ignored  entirely.  Professor  Taussig 
points  out  that  she  represents  probably  from  twenty  to 
twenty-five  per  cent  of  the  female  working  population; 
and  since  the  war  began  her  nmnbers  have  certainly  in- 
creased.  In  all  fairness  she  assiu^dly  needs  and  deserves 

1  "  Minimum  Wages  for  Women,"  Quarterly  Journal  of  Economics,  May,  1916, 
I»p.  411-442.    See  especially  pp.  416,  417. 
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the  protection  of  a  legal  TninimiiTn  as  high  as  her  daily 
expenses. 

To  this  Professor  Taussig  perhaps  would  reply  that 
insofar  as  this  is  true  —  insofar  as  the  independent 
woman  really  is  underpaid  in  proportion  to  her  expenses 
—  she  is  a  proper  object  for  discriminating  charity,  such 
as  is  furnished  by  subsidized  boarding  houses,  pensions, 
rather  than  for  higher  wages.  For,  he  argues,  such 
assistance  is  probably  necessary  in  only  a  minority  of 
cases,  since  as  a  rule  the  very  existence  of  heavy  costs 
stimulates  the  independent  worker  to  earn  enough  to 
cover  them.  "  The  stress  of  need,"  as  he  puts  it,  "  leads 
to  more  sustained  exertion,  more  professional  exertion, 
so  to  speak."  "  The  women  who  must  make  their  way 
alone  are  in  the  main  identical  with  the  minority  who 
get  the  better  rates  of  pay  and  earn  enough  for  inde- 
pendent living." 

With  such  a  contention  the  majority  of  the  tem- 
porary independence  theorists  would  doubtless  take 
issue.  They  would  point  out  that  modem  industry  is 
so  arranged  that  the  great  mass  of  simple  processes 
engaged  in  by  women  are  relatively  standardized  and 
interchangeable.  They  do  not  demand  or  reward  a 
high  degree  of  mental  concentration.  Mere  effort  can- 
not greatly  improve  the  worth  of  the  individual  worker 
beyond  the  initial  point  of  making  her  at  all  fit  for 
steady  work.  This  is  to  be  seen  by  the  fact  that  rates 
of  pay  for  given  processes  in  given  establishments  do 
not  vary  greatly,  even  when  performed  by  individuals 
who  have  served  long  and  faithfully;  and  that  these 
rates,  for  the  great  mass  of  steady,  hiundrum  work  (of 
which  alone  the  average  unskilled  worker,  be  she  inde- 
pendent or  no,  is  capable)  are  low. 

Professor  Taussig  roughly  assigns  a  difference  of 
some  33  per  cent  to  the  gap  between  the  "  current 
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woman's  wage''  of  1915  ($6)  and  the  "independ- 
ence TninimiiTn  "  ($8).  Does  he  seriously  believe  that 
such  a  gap  is  to  be  bridged  successfully  by  the  average 
—  the  great  mass  —  of  these  independent  workers  who 
constitute,  he  assiunes,  perhaps  from  one-fourth  to  one- 
fifth  of  the  total  female  working  force;  and  that  by 
virtue  of  no  better  training  or  organization,  but  by 
sheer  will  power  ?  Increased  exertion,  the  exponent  of 
the  independence  theory  would  repeat,  doubtless  does 
suffice  to  save  the  normally  capable  woman  (whom  of 
course  we  are  alone  considering)  from  such  work  —  and 
pay  —  as  is  allotted  to  the  very  careless  and  irrespon- 
sible among  her  sisters  at  home.  But  will  it  suffice  to 
lift  her  out  of  the  imskilled  class  altogether  ?  Practi- 
cally nothing  short  of  that  would  give  her  an  inde- 
pendent living  wage.  The  same  law  holds,  but  not  nec- 
essarily the  same  figures.  The  worker  adrift  may  be  of 
higher  grade.  The  same  law  of  marginal  productivity 
that  Professor  Taussig  invokes  to  explain  the  low  wage 
of  the  worker  at  home  operates  against  the  worker 
adrift.  Wages  that  are  once  pulled  down  by  the  family 
economy  of  the  majority  of  workers  are  not  likely  to  be 
raised  by  the  exactions  of  the  boarding  houses  fre- 
quented by  the  few. 

It  is  imf ortimate  that  the  fuller  information  for  which 
Professor  Taussig  asked  in  1916  is  not  yet  forthcoming. 
Segregated  figures  on  the  wages  of  the  woman  adrift  are 
still  very  scanty,  and  are  so  arranged  as  not  to  be  strictly 
comparable  among  themselves.^  Such  as  they  are, 
however,  they  serve  to  indicate  that,  while  the  average 

>  Many  studies  use  the  term  "  adrift "  to  include  widows  and  other  women  who  aie 
the  ohief  support  of  their  families,  even  tho  they  live  at  home.  Moreover,  many  studies 
indude  in  their  wace  averages  very  young  girb,  all  of  whom  would  necessarily  live  at 
home  save  in  the  case  of  an  actual  family  break-up,  and  would  in  no  case  fall  under  the 
ruling*  of  a  fuU  minimum  wage.  Thus  the  otherwise  excellent  Fourth  Report  of  the 
New  York  State  Factory  Investigating  Commission  of  1916  includes  in  its  averages  all 
gjils  over  14. 
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for  the  woman  adrift  may  be  somewhat  higher  than  for 
the  woman  at  home,  it  is  in  all  probability  not  suffi- 
ciently higher  to  meet  the  requirements  of  a  proper 
independence  minimiun.^  In  the  main,  then,  we  are 
still  dependent  upon  the  same  method  of  informal  ob- 
servation of  which  Professor  Taussig  was  forced  to  avail 
himself  three  years  ago.  Using  this  avowedly  tentative 
method,  present  advocates  of  an  independence  mini- 

i  The  following  table  embodies  this  evidence.  Thus  in  1913-14,  of  over  7400  work- 
ing women  in  San  Francisco  and  Los  Angeles  stores  and  laundries  (of  whom  22i  per 
cent  were  adrift),  41  per  cent  of  those  adrift  earned  less  than  $10  a  week  as  compared 
with  65  per  cent  of  thoee  at  home. 


No. 
women 
repre- 
sented 

Lower  and 

Percent  of 

Place 
(and  Industry) 

Date 

No.  and 
adrift 

upper  wage 

hmitoof 

women 

represented 

women 

earning 

less  than 

stipulated 

amount 

Stipu- 
lated 
amount 

At 

No. 

% 

Lower  Upper 

Adrift  home 

%        % 

1  California  (stores 

and  laundries) 
2  Kansas 

(aU  industries) 

1913-14 

7600 

1682 

22.5 

None     None 

41        65 

$10  wk. 

1913-14 

1700 

150 

9.8 

U       $20wk. 

49       63 

S8i^ 

3  Kansas  (stores) 

1915-16 

423 

47 

10.4 

$5       f20wk. 

46       56 

$10  wk. 

4  District  of  Co- 

lumbia (all  in- 

dustries) 

1916 

600 

186 

31.0 

None  $1100  yr. 

54       64.5 

$500  yr. 

6  MasfMichusetts 

6  Massachusetts 

1915 

1506 

169 

11.0 

$5       None 

84.6    80.7 

$9  wk. 

(men's  clothing) 
7  Massachusetts 

1916 

379 

37 

9.8 

$5       None 

81.1    80.7 

$9  wk. 

(women's  under- 

wear   and    chil- 

1916-17 

693 

99 

14.0 

$5       None 

80.8    77.6 

$9  wk. 

8  Massachusetts 

(men's  f  urnish- 

9  Musachusetts 

1917 

1149 

149 

13.0 

$5       None 

74.6    75.0 

$9  wk. 

(confectionery) 

1918 

492 

22 

4.5 

$6       None 

86.4    73.9 

$11  wk. 

(restaurants) 

1918 

809 

253 

31.3 

None  None 

43       49 

$6  wk. 

Noe.  1,  2,  3,  are  compiled  from  figures  in  Second  Biennial  Report  of  the  Industrial 
Welfare  Commission  of  California,  1915-16,  pp.  39  ff. ;  Twenty-ninth  Annual  Report  oi 
the  Kansas  Department  of  Labor  and  Indxistry,  p.  69;  First  Biennial  Report  of  the 
Kansas  Industrial  Welfare  Commission,  respectivdy.  No.  4  is  from  Monthly  Review, 
U.  S.  Bureau  of  Labor  Statistics,  January,  1918,  p.  4.  Noe.  5,  6,  7,  8,  9,  10,  are  com- 
piled from  figures  of  Massachusetts  Minimum  Wage  Commission,  Bulletin  10,  January, 
1916,  Table  10.  p.  36;  Bulletin  13,  December,  1916,  Table  12,  p.  44;  Bulletin  14,  May. 
1017,  Table  8;  Bulletin  15,  December,  1917,  Table  7,  p.  43;  Bulletin  18,  January,  1019, 
Table  10,  p.  35;  BuUetin  17,  September,  1918,  p.  68,  Tables  20  and  21,  lespeetively. 
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mum  find  the  following  circumstances  in  support  of  the 
a  priori  conclusions  given  above. 

(a)  The  typical  woman  adrift  is  older  than  the  typical 
worker  at  home.^  True,  she  is  more  responsible,  but  she 
is  also  less  adaptable.  She  is,  therefore,  less  able  to  take 
advantage  of  sudden  shifts  of  industry;  she  must  stick 
to  the  old  accustomed  process  while  her  younger  indus- 
trial rival  forges  ahead.  This  phenomenon  was  especially 
conspicuous  during  war  time.  The  small  proportion 
of  highly  paid  "  war  jobs  "  held  by  women  over  thirty 
was  striking  even  to  the  most  superficial  observer.* 

(6)  Another  factor  that  tends  to  accentuate  this  lack 
of  adaptability  is  the  timidity  bom  of  need  and  loneli- 
ness. The  same  fear  that  drives  the  typical  independent 
worker  to  more  sustained  effort,  frequently  robs  her  of 
the  coiu'age  to  run  small  risks.  She  is  afraid  to  ask  for  a 
raise,  afraid  to  attempt  little  innovations  in  her  meth- 
ods of  work,  afraid  still  more  to  face  the  possibility  of  a 
new  job  with  an  apprentice  wage  and  possible  failure  at 
the  end.  As  to  actual  imemployment  for  a  few  weeks, 
that  is  a  prospect  too  menacing  to  contemplate.  ' '  Walk- 
ing the  streets  for  work  "  is  her  equivalent  for  all  that  is 
most  dreadful. 

(c)  The  typical  woman  adrift  does  not  spend  enough. 
So  far  as  superficial  observation  goes,  a  very  large 
proportion  of  women  adrift  appear  to  be  eking  out  a 
cramped  and  insuflBicient  existence  outside  of  business 
hours.  They  certainly  do  not  appear  to  have  success- 
fully bridged  the  entire  gap  between  current  wages  and 
independent  subsistence.  How  many  of  them  will  the 
casual  visitor  find  to  have  had  proper  dental  and  med- 
ical attention  during  the  year  ?    How  many  are  living 

>  E.  g.,  of  the  7800  California  women  listed  above,  foui^fifths  of  the  women  adrift 
were  aged  over  25,  while  only  one-third  of  thoee  at  home  had  reached  this  age. 

*  Small,  that  ia,  even  as  compared  with  the  actual  number  of  older  women  at  work. 
The  srounger  women  held  a  disproportionate  share  of  the  better  Jobs. 
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in  a  properly  heated  room  ?  How  many  receive  ade- 
quate food  (including  limches  ?)  How  many  are  dressed 
so  as  to  meet  the  demands  of  the  weather  and  of  busi- 
ness ?  How  many  manage  to  pay  for  a  little  wholesome 
amusement  ?  How  many  dare  stay  away  from  work 
during  the  initial  stages  of  an  illness  ?  How  many  have 
laid  by  any  savings,  aside  from  burial  insurance  ? 

(d)  The  woman  adrift  utilizes  to  the  full  the  oppor- 
tunities for  subsidized  boarding.  The  philanthropic 
boarding  houses  for  working  women  in  our  large  cities 
are  perennially  in  a  state  of  overflow.  In  spite  of  the 
strict  regulations  and  lack  of  privacy  incidental  to  such 
living,  very  large  numbers  of  women  are  ordinarily 
clamoring  in  vain  to  get  in,  while  other  munbers,  once 
in,  find  it  diflScult  to  secure  enough  to  move  out  and 
live  elsewhere  at  commercial  rates.^ 

In  view  of  all  these  indications  of  the  inability  of  the 
woman  adrift  to  maintain  a  living  wage  unaided,  con- 
clude the  friends  of  the  temporary  independence  theory, 
let  us  by  all  means  fix  the  legal  minimum  at  a  figure 
sufficient  to  protect  her,  a  figure  that  will  cover  all  her 
current  and  necessary  commercial  costs.  Let  us  give 
her  enough  every  week  of  her  working  life  to  meet  that 
week's  expenses. 

(4)  But  how  about  the  weeks  of  her  life  when  she  is 
no  longer  working,  query  the  friends  of  the  permanent 
independence  theory  ?  If  she  has  no  friends  to  depend 
on  during  her  prime,  why  should  she  expect  to  have  in 
her  old  age  ?  Are  her  parents  likely  to  return  to  life 
then?  And  how  about  prolonged  illnesses  ?  Or  lengthy 
apprenticeships  at  a  new  job  ?  Or  the  lowering  of  wages 
due  to  gradual  superannuation  ?  (Current  TnininniTn 
wage  laws  allow  apprentices  as  well  as  minors  to  work 

1  The  usual  upper  age  limit  for  entrance  in  these  homes  is  from  twenty-five  to  thirty^ 
five,  with  preference  alwajni  given  to  the  youngeet  girli.  PreMure  is  ordinarily  put  upon 
inmatfti  to  move  oat  as  they  reach  this  limit  and  to  make  way  for  a  fresh  groop. 


Digitized  byVjOOQlC 


COST  OF  LIVING  FOR  WOMEN  233 

for  a  sub-standard  rate,  and  give  special  permits  to  old 
persons.)  Who  is  going  to  pay  for  all  these  costs? 
Either  society  through  some  form  of  charity,  or  the 
woman  herself  out  of  the  savings  she  is  enabled  to  make 
during  her  prime.  The  minimum  wage  scale  must  be 
generous  enough  to  include  the  whole  range  of  the 
woman's  Uving  as  well  as  working  days. 

(5)  True,  say  the  advocates  of  the  family  support 
theory;  the  minimum  should  imdoubtedly  include  the 
worker's  whole  life.  But  when  did  that  life  begin  ?  At 
her  industrial  matiuity  ?  A  wage  is  not  really  self-sup- 
porting imtil  it  meets  the  helplessness  of  childhood  as 
well  as  that  of  old  age.  And  besides,  many  children  die 
before  they  reach  working  age.  The  cost  of  their  partial 
rearing  must  be  compensated  by  someone.  A  working 
population,  female  as  well  as  male,  should  earn  enough 
to  replace  itself.  If  it  does  not,  it  is  parasitic  upon  an- 
other industry  or  sex.  Let  equal  pay  for  equal  work  be 
the  rule  where  men  and  women  labor  side  by  side;  and 
where  their  tasks  differ,  let  the  criterion  be  a  family 
standard  of  support. 

The  most  authoritative  formulation  of  this  new 
theory  is  to  be  foimd  in  the  published  standards  of  the 
Woman  in  Industry  Service  of  the  Department  of 
Labor.  Under  Section  2,  "  The  Basis  of  Determination 
of  Wages,"  we  read,  "  Wages  should  be  established  on 
the  basis  of  occupation  and  not  on  the  basis  of  sex.  The 
TTiinimiim  wage  rate  should  cover  the  cost  of  Uving  for 
dependents  and  not  merely  for  the  individual." 

In  elaboration  of  this  passage.  Miss  Van  Kleeck 
writes,^  "  Women  are  working  to  earn  a  living,  and  the 
facts  show  that  many  are  also  supporting  dependents. 
Low  wages  for  women  mean  an  inadequate  standard  of 
living  in  the  families  in  which  they  are  the  chief  sup- 

>  Annak  of  the  Ameriean  Academy  of  Pc^tical  Sdenoe,  January,  1919,  p,  08. 
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port."  And  in  a  letter  to  the  writer  ^  she  adds,  "  In 
making  their  determinations  (i.  e.  wage  boards),  it  is 
the  scale  of  wages  for  men  which  should  be  the  measur- 
ing rod  of  the  proper  scale  for  women."  This  idea  is 
expressed  even  more  imequivocally  in  principle  No.  2 
urged  by  the  conference  of  trade  imion  women,  called 
together  by  Miss  Van  Kleeck  imder  the  auspices  of  the 
Department  of  Labor,  October  4r-5,  1918.  "  The  fixa- 
tion by  wage  boards  of  a  minimum  wage  for  women  not 
on  the  basis  of  a  hving  for  a  woman  alone,  hiU  for  the 
support  of  a  woman  with  dependents^  just  as  for  a  man 
with  dependents^  * 

II.  Shortcomings  of  Current  Theories 

No  one  of  these  current  theories,  taken  alone,  seems 
to  the  present  writer  adequately  to  represent  the  facts 
of  the  case. 

(1)  The  pin-money  theory  can  of  course  be  dismissed 
without  prolonged  consideration.  The  great  mass  of 
laboring  women  never  have  worked  "  for  fun  "  even  in 
war  time.  The  lower  paid  they  are,  the  more  apt  are 
they  to  come  from  homes  that  are  themselves  sub- 
merged, since  it  is  the  poverty-stricken  family  with  its 
immediate  need  for  the  earnings  of  the  yoimg  that 
usually  fails  to  provide  the  high  school  education  or  the 
prolonged  industrial  training  for  its  daughters  that 
might  secure  them  more  desirable  positions  later  on. 
They,  more  than  anyone  else,  should  be  freed  from 
the  necessity  of  continued  dependence  upon  their  rela- 
tives. The  large  percentage  of  girls,  therefore,  that 
every  survey  of  women  wage-earners  lists  as  being 
"  assisted  "  by  their  families  is  no  index  whatever  of  the 


1  November  22, 1918. 

•  Monthly  Labor  Review.  November,  1918. 9. 191.    (Itelim  mniA.) 
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actual  financial  prosperity  of  the  group.  ''  Someone  to 
fall  back  on,"  "  partially  dependent,"  are  phrases  that 
have  little  meaning  in  this  connection.  It  cannot  be  too 
emphatically  stated  that  a  greatly  imderpaid  girl  cannot 
help  depending  upon  her  family  for  assistance,  no  matter 
how  poor  they  already  are. 

(2)  The  joint-cost  theory  falls  short  not  only  in  that 
(as  has  already  been  pointed  out)  it  fails  adequately  to 
take  into  accoimt  the  problem  of  the  woman  adrift,^  but 
also  in  that  it  treats  the  expenses  of  the  woman  at  home 
as  supplementary  to,  rather  than  an  integral  part  of,  the 
family  budget.  When  Professor  Taussig  in  his  simpli- 
fied family  of  three  adults  assigns  to  the  working  daugh- 
ter one-third  of  the  family  expenses,  he  leaves  out  of 
accoimt  the  costs  and  fimction  of  the  third  member  of 
the  family,  the  mother.  This  housekeeping  mother  is 
not  merely  one  more  mouth  to  be  fed,  one  more  factor 
in  the  family  consimoiption,  she  is  an  economic  instru- 
ment of  the  greatest  importance  producing  the  very 
real  utility  of  household  economy.  Without  her,  the 
vaimted  family  savings  could  not  go  on.  Her  services 
are  just  as  real  a  part  of  the  necessary  cost  of  living  in  a 
family  as  are  the  food  she  markets  and  cooks  and  the 
clothes  she  laimders.  If  the  working  daughter,  there- 
fore, is  to  share  evenly  in  the  necessary  household  ex- 
penses, she  must  bear  her  share  of  the  mother's  costs 
just  as  much  as  her  share  of  the  rent  or  of  the  fuel  bill. 
An  argument  based  on  piu^ly  supplementary  costs,  that 
would  assign  her  no  share  in  the  mother's  expenses, 
should  logically  assign  her  no  share  in  the  other  relatively 
"fixed"  costs  of  the  household  —  such  as  rent,  fuel, 
kitchen  furnishings,  plumbing.  These  costs  would  go 
on  in  her  absence  just  as  inevitably  as  would  the  services 
of  the  mother.    It  is  true  that  the  family  might  move 

>  Thb  point  haa  been  dealt  with  in  detail  in  the  coune  of  the  preaentation  of  the 
temporary  independence  argument. 
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into  smaller  quarters,  but  then,  the  mother  might  give 
up  housekeeping  altogether  and  go  to  work  herself. 
This  in  fact  not  infrequently  happens  when  a  middle- 
aged  couple  is  left  all  alone. 

It  is  noteworthy  that  Professor  Taussigi  unlike  most 
popular  exponents  of  the  joint-cost  doctrine  (including 
the  majority  of  working-class  parents)  does  not  maintain 
this  extreme  "  supplementary  "  view.*  One  is,  there- 
fore, presiunably  saie  in  assuming  that  his  omission  of 
the  mother's  services  in  terms  of  money  value  was  due 
to  oversight  rather  than  intention. 

(3)  and  (4)  The  temporary  and  the  permanent  inde- 
pendence theories  both  have  the  disadvantage  of  ignoring 
the  great  mass  of  women  at  home;  while  the  tempo- 
rary independence  theory  has  the  added  disadvantage 
of  leaving  out  of  accoimt  the  important  minority 
who  are  adrift  for  long  periods  of  time.  Our  American 
mininiiiTTi  wage  boards  have  long  been  accused  of  setting 
rates  that  are  absurdly  low,  that  barely  permit  the  most 
inadequate  hand-to-mouth  existence.  Without  doubt 
this  has  at  least  in  part  been  due  to  the  habit  of  regarding 
the  working  woman's  career  at  short  range  —  as  a  thing 
to  be  provided  for  from  week  to  week  rather  than  from 
year  to  year. 

(5)  The  family  support  theory,  bristling  as  it  does 
with  inconsistencies  and  hasty  generalizations,  is  as  yet 
so  nebulous  as  to  be  difficult  to  criticize.  It  might  not 
be  expected  that  the  more  popular  branch  of  its  advo- 
cates, the  trade  unionists  and  feminists  of  our  day, 
would  subject  their  theory  to  a  very  rigorous  analysis; 
but  better  things  were  to  be  hoped  of  the  published 
statements  of  a  federal  agency  such  as  the  Woman  in 
Industry  Service  of  our  Department  of  Labor. 

>  HedoetnotMkttttoaarisntothedaa^tariMrelytheMldiUoiialeipenMtowliieli 
■he  poti  a  family  wufnag^  already  ertaMwtwid,  but  eniieMlj  etipnlatwi  that  aha  pay  ksr 
owB  way  share  for  share  with  the  other  mamben. 
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Two  facts  are  to  be  noted  before  we  proceed  to  a  de- 
tailed criticism:  First,  the  theory  is  at  present  inex- 
tricably interwoven  with  the  demand  for  '^  equal  pay 
for  equal  work"  —  clearly  a  productivity  argument 
and  as  such  outside  the  immediate  scope  of  this  paper. 
Second,  its  basic  demand  that  '^  the  minimum  wage 
rate  should  cover  the  cost  of  living  for  dependents/'  is 
clearly  a  cost  of  living  argument  pure  and  simple,  and 
as  such  falls  properly  within  our  province.  In  the 
opinion  of  the  writer  a  great  deal  of  the  confusion  or- 
dinarily incident  to  the  discussion  of  this  subject  may  be 
avoided  by  bearing  these  distinctions  in  mind  and  refus- 
ing to  shift  from  one  leg  of  the  argument  to  the  other.^ 

In  the  first  place,  what  in  the  case  of  the  working 
woman  is  meant  by  "  dependents  "  ?  Obviously  it 
does  not  mean  a  housekeeping  wife  (or  rather  husband) 
and  three  small  children!  Does  it  mean  the  three 
children  alone,  then  ?  The  typical  woman  in  industry 
is  not  the  mother  of  a  family,  still  less  a  widow.  (The 
problem  of  the  widowed  mother,  where  it  does  occur, 
is  of  course  a  very  urgent  one.  But  how  many  students 
of  the  subject  seriously  suggest  that  its  best  solution 
lies  in  setting  the  mother  to  work  at  high  wages,  rather 
than  in  supplying  her  with  an  adequate  pension  to  care 
for  the  children  ?)  In  reality  the  kinds  of  assistance 
that  working  women  most  frequently  render  their 
families  may  probably  be  classed  as:   (1)   supplemen- 

>  The  way  the  shift  of  footing  is  ordinarily  made  is  somewhat  as  follows: 

(1 )  Where  women  do  work  exactly  replacing  that  of  men,  why  should  they  be  paid 
less  ?     (Productivity  argument. ) 

(2)  Where  other  women  are  doing  work  of  equal  difficulty,  why  should  they  be 
paid  less  than  the  first  group  7     (Productivity  argument.) 

(3)  "^e  accepted  minimum  standard  of  living  for  men  includes  the  support  of  a 
family.     (Cost  of  living  argument.) 

(4)  But  many  women  have  families  to  support.     (Cost  of  living  argument.) 

(5)  The  competition  of  a  lower-paid  class  of  labor  keeps  tending  to  drive  men's 
wages  down  below  the  family  minimum.  (Productivity  argument,  but  appears 
hybrid.) 

(6)  Therefore  let  us  make  the  minimum  standard  for  women  indade  the  support 
of  a  famOy.    (Cost  of  living  argument  again. ) 
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tary  assistance  to  younger  brothers  and  sisters  at  home; 

(2)  supplementary  assistance  to  aged  or  infirm  parents; 

(3)  (less  frequently)  supplementary  assistance  to  chil- 
dren, where  the  husband's  wage  is  insuflScient. 

Miss  Van  Kleeck  herself  appears  to  recognize  this 
when  she  writes,*  "  As  to  what  constitutes  a  normal 
family  of  dependents  in  the  case  of  a  woman,  the  only 
answer  is  in  the  actual  facts  of  many  investigations 
which  have  been  made  showing  that  in  general  the 
typical  immarried  wage-earning  woman  is  a  member  of  a 
family  in  which  there  are  dependentSy^  sometimes  the 
father,  sometimes  the  mother,  sometimes  yoimg  brothers 
or  sisters,  or  a  combination  of  all  three."  Obviously, 
then,  even  if  all  women  had  "  dependents  "  in  this 
strictly  limited,  supplementary  sense,  it  would  be  ab- 
surd to  compare  the  amoimt  of  their  per  capita  obliga- 
tion to  that  of  the  typical  workingman. 

But,  a  supporter  of  this  theory  might  urge,  the  typical 
working  girl  at  home  shows  quite  as  much  financial 
responsibility  towards  her  family  as  the  typical  un- 
married boy;  yet  he  receives  a  man's  wage,  and  she,  a 
woman's.  True  as  that  may  be,  is  the  inevitable  reply, 
the  fact  remains  that  the  unmarried  boy  is  not  the  modal 
type  of  male  labor,  while  the  unmarried  girl  certainly 
is  the  modal  type  of  female  labor.  The  immarried  man 
reaps  high  wages  just  because  he  is  a  temporary  excep- 
tion to  an  established  rule.  What  he  pockets  is  a  gen- 
uine cost  differential.  Ten  years  later  he  will  probably 
be  supporting  a  wife  and  children  like  everyone  else  and 
his  differential  will  be  swallowed  up.  Ten  years  later 
the  girl  will  in  all  probability  have  ceased  earning  al- 
together (the  chances  are  over  five  to  one  that  this  will 
be  her  fate) ;  while,  if  she  does  remain  in  the  depleted 

>  Letter  to  the  writer,  cited  above,  November  22, 1918.  This  aentenoe,  be  it  noted, 
foOowa  directly  upon  thmt  already  quoted  which  demanded  a  wage  scale  for  womoi 
meaaured  by  what  is  proper  for  men.  *  Italics  mine. 
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lanks  of  the  permanent  wage  earners,  she  will  be  in 
much  the  same  case  as  regards  dependency  that  she  was 
before:  her  responsibilities  will  probably  increase  some- 
what as  the  years  go  by,  but  in  no  such  rapid  ratio  as 
the  boy's. 

So  much,  then,  for  the  question  of  the  comparability 
of  men's  and  women's  costs.  We  must  not  allow  our- 
selves to  be  confused  by  a  loose  use  of  the  word  "de- 
pendents "  in  the  case  of  the  woman  who  is  assisting  her 
family  in  a  small  way. 

In  the  second  place,  how  widespread  is  even  this  more 
conmxon,  supplementary  form  of  assistance  ?  Here  the 
perusal  of  published  reports  on  women  wage  earners 
may  easily  lead  us  astray.  The  common  practice  in  such 
studies  is  to  list  as  "  having  dependents  "  or  "  contribut- 
ing materially  to  the  family  support "  all  women  who 
pay  into  the  household  exchequer  more  than  an  arbi- 
trary siun  ranging  usually  as  low  as  $3  to  $5  a  week. 
This  is  of  course  on  the  tacit  assumption  that  the  wom- 
an's cost  to  her  family  is  to  be  reckoned  on  the  lowest 
possible  joint  basis,  that  of  net  additions  to  a  household 
already  established.  On  such  a  basis  we  may  find  rather 
a  large  amoimt  of  dependency  recorded,  perhaps  20  to 
50  per  cent. 

Such  a  basis  of  self-support,  however,  would  be  most 
indignantly  repudiated  by  the  advocates  of  the  family 
support  theory  themselves.  Their  quarrel  with  even 
the  type  of  "  independence  minimum  "  established  by 
our  minimum  wage  boards  is  not  that  it  is  too  high  but 
that  it  is  far  too  low.  They  would  never  agree  that 
$3.00  or  $4.00  or  $5.00  is  sufficient  for  board.  They 
therefore  find  themselves  in  the  illogical  position  of  at- 
tempting to  prove  their  case  in  regard  to  the  high  cost 
of  living  for  working  women,  by  dependency  figures 
compiled  on  a  diametrically  opposite  assiunption.  Since 
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tliese  figures  f onn  the  ooly  impcHlant  source  of  con- 
firmatory evideDee  so  far  broo^t  forward  by  than, 
thar  situatba  is  indeed  hazank)Qs. 

To  sum  up,  thai:  advocates  dL  the  famfly  support 
theory  have  failed  to  define  what  they  mean  by  '^  de- 
pendents'';  to  indicate  how  typical  any  particular 
degree  of  d^)aid»icy  they  may  have  in  mind,  is;  or  to 
pcHnt  out  its  rriation  to  any  ccMisistait  standard  of  sdf- 
support.  P^Kiing  such  d^nidons  it  is  futile  to  spend 
further  time  in  criticism. 


111.  Bases  of  a  Theory  fob  the  Futuke 

Turning  now  to  a  more  constructive  view  of  the  whole 
subject,  let  us  see  what  lines  (A  approach  natiuidly  sug- 
gest themselves  from  the  foregoing  study. 

In  the  first  place,  we  cannot  escape  the  fact  that 
women  in  industry  do  faU  into  two  main  groups  with 
differing  cost  characteristics:  the  group  at  home  and 
the  group  adrift;  that  the  group  at  home  is  far  larger 
and  the  group  adrift  indi\'idually  more  important  — 
that  is,  more  steadily  dependent  for  weal  or  for  woe  upon 
their  own  exertions.  Ceteris  paribusy  therefore,  that 
solution  of  the  standard  of  living  problem  would  be 
preferable  which,  altho  based  in  the  main  upon  the 
modal  group,  frankly  took  accoimt  of  both. 

In  examining  whether  such  a  composite  or  com- 
promise standard  is  possible,  the  initial  question  with 
which  we  are  confronted  must  necessarily  be,  how  great 
actually  is  the  diflference  between  the  expenses  of  the 
two  groups  ?  We  shall  be  saved  some  avoidable  con- 
fusion if  we  realize  at  the  outset  that  a  long  series  of 
items  in  the  two  budgets  is  of  necessity  practically  iden- 
tical. Clothes,  amusements,  health,  charity,  insurance, 
toilet  supplies  and  other  incidentals  remain  practically 
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constant  whether  a  girl  lives  at  home  or  boards.  This 
fact  might  be  considered  evident^  but  has  been  con- 
firmed in  the  eyes  of  the  writer  by  the  detailed  budgets 
of  some  seventy  or  eighty  Philadelphia  women  whom 
she  recently  had  occasion  to  interview.  Certain  small 
differences  of  course  make  their  appearance  —  such  as 
that  the  girl  at  home  has  to  lose  a  Uttle  more  time  from 
work,  since  she  is  apt  to  be  kept  away  by  any  illness  or 
trouble  in  the  family,  while  on  the  other  hand  she  is  in  a 
position  to  save  a  little  on  clothes  and  individual  amuse- 
ments. But  in  the  main  such  trifling  discrepancies  tend 
to  equaUze  one  another. 

Professor  Taussig  has  apparently  failed  to  take  ac- 
coimt  of  this  tendency  when  he  assigns  clothing  and  so 
forth  to  the  daughter  at  home  on  the  basis  of  what  her 
mother  spends  for  similar  items.^  As  a  matter  of  fact  the 
daughter's  clothes  are  equivalent,  not  to  those  of  her 
mother  at  home,  but  to  those  of  her  sister  who  boards; 
even  in  families  well  below  the  poverty  level,  the  working 
daughter's  clothes  commonly  cost  nearly  twice  as  much 
as  the  mother's. 

The  items  that  really  are  greatly  affected  by  the  ques- 
tion of  habitat  are  of  course  those  directly  involved  in 
the  family  pooling  of  resources,  namely  board,  lodging 
and  laimdry.  For  the  woman  adrift  these  items  were 
foimd  by  the  writer  to  run  as  follows  (in  the  city  of 
Philadelphia,  January,  1919) : 

Room  (small,  single,  furnished,  heated) $2.50  a  week 

Board  (two  meals  a  day) 5.00       " 

Lunches  (20  cents  a  day) 1.20       " 

Laundry  (a  few  starched  articles  only) 35       ** 

Total $9.05       « 

1  '*  Now  it  seems  clear  that  her  mother  needs  no  less.  The  mother  must  hftve  M 
mueh  as  the  daofhter  for  food,  clothing,  shelter,  incidentals."  Quarterly  Joomal  of 
Economics,  May,  1016,  p.  417. 

Pfofwssor  Taussig's  whole  method  of  apportionment  however  —  lumping  all  three 
childxen  under  fourteen  as  costing  no  more  than  one  adult  —  was  so  obyiously  intended 
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For  the  woman  at  home  the  corresponding  expenses 
(taken,  however,  about  three  months  earlier,  when 
prices  were  a  little  lower)  were  estimated  by  the  writer 
to  amount  to  about  $7.25.^  If  taken  at  the  same  time 
they  would  probably  be  about  $7.80.  The  method 
employed  in  assessing  these  expenses  was  somewhat 
complicated,  but  may  be  reduced  to  a  very  simple 
generalized  form  as  follows: 

(1)  Assign  to  the  daughter  a  share  of  general  house- 
hold costs  equal  to  her  father's.  This  can  be  done  by 
taking  any  good  standard  family  budget,  segr^ating 
the  figures  for  food  and  housing  (including  imder  the  lat- 
ter of  course  not  only  rent,  but  also  fuel  and  light, 
furniture  and  furnishings,  and  cleaning  supplies),  and 
dividing  the  total  of  these  food  and  housing  figures  by 
3.6  or  3.8  or  whatever  number  of  "  equivalent  adult 
males  "  that  particular  standard  family  has  been  taken 
to  represent.* 

(2)  To  the  result  thus  obtained  add  the  daughter's 
share  of  all  her  mother's  expenses  —  about  one-sixteenth 
of  the  standard  family's  total  —  or,  more  exactly,  nine- 
fortieths  of  that  total  again  divided  by  3.6  or  3.8  or 
whatever  figure  represents  that  family's  food  con- 
sumption. 

for  a  rough  approximation  only,  that  it  did  not  seem  neoeasary  to  interrupt  the  course 
of  his  argument  to  point  out  this  discrepancy. 

1  These  home  estimates  were  derived  from  the  standard  figures  of  the  Philadelphia 
Bureau  of  Municipal  Research,  corrected  only  up  to  October,  1918.  while  the  writer's 
boarding  data  were  taken  as  aforesaid  in  January,  1919.  The  only  index  we  have  of  the 
riae  of  prices  during  this  period  is  the  Bureau  of  Labor  Statistics  report  for  New  York 
where  the  general  rise  from  August  31  to  December  1,  1918,  is  given  as  13  per  cent. 
If  the  rise  in  Philadelphia  food  and  housing  costs  from  October  to  January  was  even 
10  per  cent,  it  woxild  raise  our  $7.25  to  practically  $8.00.  Judging  from  local  reports  in 
regard  to  food,  coal  and  especially  house  furnishings^  the  writer  would  be  disinclined  to 
estimate  the  rise  at  much  less  than  this  10  per  cent.  Probably  8  per  cent  would  be  a 
conservative  figure.    That  would  give  us  a  total  of  $7.80. 

>  The  term  "  equivalent  adult  males  "  is  used  by  dietitians  in  estimating  the  total 
food  consumption  of  a  mixed  group  such  as  a  family,  composed  of  different  sexes  and 
ages.  The  younger  the  ohildren.  for  example,  the  smaller  wUl  be  the  fraction  of  an  aduH 
male's  diet  assigned  to  each.  Thus  oa  the  Atwatcr  scale  a  boy  of  twehre  ranks  70  per 
ecnt,  while  a  ehild  of  five  only  ranks  40  per  eent. 
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The  final  answer  will  fairly  approximate  the  daugh- 
ter's just  share,  for  the  following  reasons: 

(a)  Board  and  lodging  expenses  probably  do  not  cost 
either  very  much  more  or  very  mudi  less  for  the  daugh- 
ter than  for  her  father.  On  the  whole  they  may  cost  a 
trifle  more:  since,  while  her  normal  food  consumption 
is  only  90  per  cent  of  his,  her  "  consumption  "  of  bed- 
and  sitting-room  space  is  distinctly  higher  and  her 
demands  upon  the  family  fiunishings  more  exacting. 
However,  since  the  total  food  item  is  about  one-third 
less  than  the  total  housing  item,  we  may  ignore  what- 
ever balance  exists  in  her  favor,  and  decide  roughly  to 
allot  her  a  share  in  both  exactly  equal  to  her  father's. 

Such  a  procedure  of  course  goes  on  the  basis  that  the 
''  consimiption  "  of  housing  facilities  on  the  part  of  the 
yoimger  children  of  the  family  is  proportionate  to  their 
consumption  of  food.  This  assumption  may  not  be 
altogether  correct,  but  a  perusal  of  standard  food  tables 
and  a  superficial  comparison  of  the  amount  of  space, 
furniture,  and  the  like,  actually  needed  by  little  children 
would  appear  to  indicate  that  it  is  probably  not  far  from 
the  truth.  The  present  writer  has  tried  various  more 
elaborate  systems  of  weighting,  but  has  found  the  dif- 
ference in  result  negligible. 

Applying  this  method  of  wholesale  division  to  the 
standard  budget  of  the  Philadelphia  Bureau  of  Munic- 
ipal Research,  the  result  is  as  follows: 

Total  for  food $660 

Total  for  rent $240 

Total  for  other  housing  items  (fuel,  light,  furnish- 

ingS)  cleaning  supplies) $165      $405 

Total  for  all  household  expenses $1,065 

Composition  of  this  standard  family:  3.8  ^'  equiva- 
lent adult  males." 
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Consumption  of  household  expenses  per  ''  equivalait 
adult  male  ":  ^  X  $1065  =  $280. 

Therefore  daughter's  share  is  $280  a  year. 

(b)  But  let  us  note  carefully  that  this  result  is  only 
partial.  We  have  not  yet  allowed  anything  for  the 
services  of  the  housekeeping  mother.  The  dau^ter's 
share  in  these  services  must  be  added  to  her  other  house- 
hold costs.  Here  the  fairest  method  of  procedure  would 
seem  to  be  to  allot  to  the  daughter  no  more  than  her 
niunerical  share^  since  the  younger  children  of  the 
family  would  require  quite  as  much  service  as  she.  Tlie 
members  of  the  standard  family,  aside  from  the  mother 
herself,  are  of  course  four;  therefore  we  will  assign  to 
the  daughter  one-fourth  of  the  total  costs  of  the  mother. 

In  estimating  what  these  total  costs  of  the  mother 
are,  it  is  presxmiably  fair  to  assess  her  at  about  90  per 
cent  of  our  previous  "  equivalent  adult  male  "  standard. 
That  is,  instead  of  dividing  the  housing  expenses  by  3.8, 
we  should  have  to  divide  them  by  ten-ninths  of  3.8,  or 
4.22.  Then  we  should  proceed  similarly  with  all  the  rest 
of  the  expenses  of  the  "  standard  family  "  —  that  is, 
divide  them  all  by  4.22  to  get  the  mother's  share.  This 
procedure  is  based  on  the  following  facts.  The  mother's 
share  of  food  is  only  80-90  per  cent  of  the  father's;  ^ 
her  share  of  clothing  is  about  85  per  cent  of  his;  her 
share  of  housing  is  probably  about  equal  to  his;  but 
her  share  of  simdries  (especially  amusements)  is  prob- 
ably less.  Therefore  her  total  share  may  be  assessed  at 
nine-tenths  of  his. 

As  to  the  children,  their  share  of  clothing  (the  largest 
single  item  in  the  non-housing  group)  follows  very 
closely  the  ratio  of  their  share  of  food.   Thus  for  a  boy  of 

>  Depending  qpon  wlxethcr  iw  vm  the  Atwmter  •cala  or  the  i  e  i  iwwl  acala  mom  m  vm 
bytheU.  8.BareMorLdbor8lntaBiiea.  See  Monthly  Refviev.  U.  a  Bwcmi  of  Lnber 
Sinlaetaee,  Norember.  1917.  fk  2.  Tte  Intter  it  eonewha  hither  thron^honi,  mw  in 
the  eene  of  infente. 
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six  the  ratios  are  for  clothing  44  per  cent  that  of  his 
father,  for  food  45  per  cent  that  of  his  father.  For  a 
boy  of  thirteen  they  are  for  clothing  88  per  cent  that  of 
his  father,  and  for  food  90  per  cent  that  of  his  father. 
Consequently  we  have  no  good  reason  to  suppose  that 
the  general  ratio  of  the  non-housing  expenses  for  the 
children  differs  so  radically  from  their  housing  ratio  as 
materially  to  change  the  mother's  share.^ 

The  total  standard  family  budget  being  $1637,  ^ 
of  that  amount  would  be  $388.  Of  this  we  have  just  said 
the  daughter  shoxild  pay  one-fourth. 

Therefore  the  home-living  daughter's  final  share  of 
household  costs  will  read: 

For  food  and  housing $280 

For  services  of  mother 97 

Total $377  a  year,  or  $7.25  a  week 

Probable  rise  in  household  prices  October,  1918- 

January,  1919,  8%,  or 68       " 

Grand  total 7.83      " 

In  roimd  numbers 7.80       ** 

The  corresponding  expenses  for  the  girl  who  boards 
were,  we  may  recall,  $9.05.    Therefore  the  girl  at  home 

1  Since  writing  the  above,  the  writer  finda  that  her  conduaions  as  to  the  legitimacy 
of  using  the  food  consumption  index  to  measure  other  family  costs  have  been  anticipated 
in  three  recent  (1918)  studies.  One  of  them  is  by  Dr.  William  F.  Ogbum  of  the  na- 
tional War  Labor  Board,  and  is  based  on  U.  S.  Bureau  of  Labor  Statistics  data  for  the 
District  of  Columbia  in  1916;  the  other  two  are  by  Messrs.  Sydenstricker,  Wheeler, 
and  Goldberger,  and  are  based  on  an  intensive  South  Carolina  investigation  of  their  own 
in  1917  as  well  as  on  certain  Bureau  data  for  1911.  (See  W.  F.  Ogbum,  "  Analysis  of 
the  standard  of  Living  in  the  District  of  Columbia  in  1916,"  Quarterly  Publications  of 
the  American  Statistical  Association,  J\me,  1919;  and  Sydenstricker  et.  al..  "  Disabling 
Sickness  among  the  Population  of  Seven  Cotton  Mill  Villages,"  U.  S.  Public  Health 
Reports,  vol.  xzziii,  No.  47,  November  22,  1918,  quoted  by  Ogbum,  op.  cit.)  Dr.  Og- 
bum shows  the  close  correspondence  of  food  to  clothing  consumption  and  points 
out  that  the  two  combined  comprise  more  than  half  of  the  total  family  budget,  while 
Messrs.  Sydenstricker  et.  al.  declare  "  the  Atwater  scale  is  roughly  indicative  of  the  vari- 
ations, according  to  sex  and  age,  in  the  consumption  of  all  articles  for  which  there  are 
individual  expenditures."  Dr.  Ogbum  accordingly  adopts  the  calory  scale  throughout 
a  prolonged  analysis  of  comparative  family  costs.  It  will  be  noted,  however,  that  neither 
of  these  authorities  makes  an  exception  of  the  sons  and  daughters  above  adolescent  age. 
It  would  be  extremely  interesting  to  see  whether  Dr.  Ogbum's  elaborate  oonelation 
tables  would  not  gain  in  accuracy  from  this  refinement. 
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has  a  balance  of  about  $1.25  in  her  favor,  or  a  savmg  of 
about  14  per  cent  on  her  board  bill. 

The  question  now  arises,  however,  Is  such  a  favorable 
comparison  permissible  in  practice  ?  Can  the  typical 
lower-class  working  girl  at  home,  by  paying  about 
$1.25  less  than  she  would  if  she  were  boarding,  actually 
secure  for  herself  such  necessities  and  decencies  as  are 
embodied  in  the  minimum  family  standard  ? 

In  answer  we  must  recall  primarily  that  the  minimum 
family  standard  is  a  standard  and  not  an  average  of 
what  lower-class  male  labor  is  actually  receiving.^  Yet 
obviously  it  is  from  the  ranks  of  such  male  labor  that 
lower-class  working  daughters  ordinarily  come.  Rapidly 
as  wages  have  risen  during  the  war,  they  have  for  the 
mass  of  unskilled  men  not  risen  nearly  so  fast  as  has  the 
cost  of  living.  And  even  before  the  war,  a  large  section 
of  such  labor  was  underpaid  according  to  any  accepted 
standard  of  minimum  family  decency.  So  long  ago  as 
1909  Chapin,  probably  our  greatest  American  authority 
on  the  standard  of  living,  stated  that  for  a  family  of  five 
in  New  York  City  "  an  income  under  $800  is  not  enough 
to  permit  the  maintenance  of  a  normal  standard.  An 
income  of  $900  or  over  probably  permits  the  main- 
tenance of  a  normal  standard,  at  least  so  far  as  the 
physical  man  is  concerned."  *  Yet  the  federal  Census 
of  Manufactures  in  1905  had  shown  that  the  average 
wage  of  male  factory  labor  was  then  well  under  $600. 
Other  well-known  pre-war  minimum-of-subsistence  esti- 
mates were  J.  C.  Kennedy's  $800  for  the  Chicago  stock- 

^  This  is,  a  standard  of  family  subsistence,  not  an  averace  ol  male  wacea.  It  might 
be  thoaght  that  the  wife  and  minor  children  should  normally  be  expected  to  add  to  the 
father's  eaminca,  by  takinc  in  waahing,  sellins  iMipers,  etc  But  that  is  not  the  theory 
vpon  which  our  modem  standards  of  living  are  based.  The  father  in  his  prime  b  ez* 
peoted  to  earn  enough  to  maintain  the  home. 

*  R.  C.  Chapin,  Standards  ol  living  Among  Workingmen's  Families  in  Nev  YoA 
CHj,  pp.  94^  SM.  The  inrestigations  upon  which  this  standard  was  baaed  w««  made 
IB  1907. 
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yards  district  in  19(»-15;  *  $876  set  by  the  New  York 
State  Factory  Investigating  Commission  in  1914;*  and 
IS45  set  by  the  Personal  Service  Bureau  of  the  Board 
of  Estimate  and  Apportionment  of  New  York  City  in 
1915.  This  last  was  an  especially  rigid  minimum  as 
it  was  intended  for  the  lowest  possible  subsistence  level 
of  an  unskilled  laborer's  family. 

Toward  the  close  of  the  war  (the  winter  and  spring  of 
1917-18)  several  federal  agencies,  working  in  conjunc- 
tion with  the  United  States  Bureau  of  Labor  Statistics, 
issued  estimates  of  the  minimum  cost  of  living  for  dif- 
ferent parts  of  the  country.  These  were  summed  up  and 
embodied  in  June,  1918  in  a  careful  "  subsistence  mini- 
mmn"  for  eastern  industrial  centers  by  Dr.  W.  F. 
Ogbum,  director  of  the  cost-of-living  department  of  the 
National  War  Labor  Board.  This  "  subsistence  mini- 
mmn  ''  he  set  at  $1380,  on  the  grounds  not  only  of  his 
own  and  other  contemporary  studies  just  referred  to, 
but  on  the  accepted  rise  in  living  costs  since  the  estab- 
lishment of  the  pre-war  standards.  In  June,  1918,  the 
date  of  his  own  standard,  the  average  rise  in  industrial 
centers  since  December,  1914,  had,  according  to  the 
imiversally  accepted  figures  of  the  United  States  Bureau 
of  Labor  Statistics,  reached  55  per  cent.'    That  would 

>  "  Even  with  the  moet  intelligent  expenditure  of  money  and  the  moat  economical 
management  of  the  household,  it  would  be  impossible  for  a  family  of  five  to  live  on  less 
than  $800  a  year.  .  .  .  We  believe  that  no  family  of  five  can  live  decently  and  effi- 
ciently in  the  stockyards  district  on  less  than  this  amoimt."  J.  C.  Kennedy  and 
others.  Wages  and  Family  Budgets  in  the  Chicago  Stockyards  District  (published  in 
1914).  p.  79. 

s  "  Attention  should  be  called  to  some  of  the  limitations  of  this  estimate.  In  the 
first  place,  if  the  family  is  larger  than  3.3  consuming  units,  that  is,  if  it  has  more  chil- 
dren or  older  children  than  the  assumed  tjrpe,  the  sum  set  will  not  suffice.  .  .  .  Third, 
it  must  be  emphasised  that  the  fixing  of  the  minimum  cost  of  living  in  New  York  City 
at  f876  a  year,  or  approximately  $16.85  a  week,  is  not  an  estimate  of  a  living  wage.  A 
living  wage  must  be  higher  in  order  to  contain  an  allowance  for  unemployment.  .  .  . 
And  finally  —  no  allowance  was  made  in  this  estimate  for  savings.  Savings  are  an 
absolute  necessity  to  a  family."  Fourth  Report  of  the  (New  York  State)  Factory 
Investigating  Commission,  1915,  vol.  iv,  pp.  1670,  1671. 

*  For  a  more  detailed  but  very  simple  summary  discusaon  of  the  rise  of  living  eosti 
at  this  time  (July.  1914-June  15,  1918).  see  Wartime  Changes  in  the  Cost  of  living. 
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bring  Chapin's  $900  TninimnTn  (even  allowing  for  no 
increase  between  1909  and  1914)  up  to  $1390,  and  the 
others  in  proportion. 

Since  June,  1918,  however,  the  increase  has  gone 
steadily  on.  By  August,  1918,  it  had  in  New  York 
reached  62  per  cent,^  and  by  December  1,  75  per  cent.* 
In  other  words,  Chapin's  estimate  would  by  those  dates 
have  required  $1458  and  $1575  respectively.  In  Phila- 
delphia it  had  by  August  reached  67  per  cent.^ 

Of  the  various  studies  in  process  of  completion  during 
this  period,  the  most  thoro  is  probably  that  to  which 
we  have  already  referred,  imdertaken  by  the  Phila- 
delphia Bureau  of  Municipal  Research.*  Their  stand- 
ard was  based  on  the  very  detailed  budgets  of  some  two 
himdred  and  twenty-five  carefully  selected  families,  and 
the  results  corrected  by  elaborate  quantity  and  cost 
analyses.  No  pre-war  standard  could  compare  with  it 
in  exactitude.  It  was  moreover  conservative  in  every 
respect.  (E.  g.,  the  per  capita  food  allowance  for  the 
husband  and  wife  was  only  $3.34  and  $2.67  per  week, 
and  the  annual  clothing  allowance  a  trifle  under  $78.00 
and  $66.00  respectively.)  Yet  the  total  budget  moimted, 
as  we  have  already  indicated,  to  $1637.*   Allowing  for  a 

Beaearch  Report  No.  9  (published  August,  1918)  of  the  National  Industrial  Conferenee 
Board  (Boeton),  pp.  71-76. 

1  Monthly  Labor  Review.  U.  S.  Bureau  of  Labor  SUtistics,  October,  1918. 

*  W.  F.  Ogbum,  Annals  of  the  American  Academy  of  Political  Science,  January, 
1919,  p.  111.  *  Ck>mpleted  in  October.  1918. 

*  The  difference  between  this  and  Dr.  Ogbum's  minimum-crf-eubaistenoe  ataadard 
is  by  no  means  such  as  would  be  imagined.  In  their  raw  state  the  two  figures  of  $1037 
and  $1380  are  not  strictly  comparable.    Ogbum's  original  standard  was  set  in  June, 

1918,  on  the  basis  of  a  55  per  cent  increase  of  prices  since  the  beginning  of  the  war.  By 
November  he  says  the  general  price  level  in  the  East  may  be  estimated  as  having  risen 
another  10  per  cent,  bringing  his  $1380  up  to  approximately  $1500  (Annals,  January, 

1919,  p.  116).  Further,  the  three  children  of  Ogbum's  standard  family  are  younger 
than  those  of  the  Philadelphia  Bureau's  —  hence  their  total  expenses  are  less.  Speaking 
technically  (see  pp.  2(K-24  above  for  explanation)  Ogbum's  standard  family  equals  3.4 
adult  males  on  the  basis  of  food  apportionment  while  that  of  the  Bureau  equals  3.8. 
Making  the  necessary  adjustment,  therefore,  of  bringing  Ogbum's  family  up  to  the  age 
of  the  Philadelphia  Bureau's,  we  find  that  his  $1500  November  budget  reaehei  the 
— lonishing  figin«  of  $1676. 
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working  year  of  fifty  weeks — doubtless  an  over-generous 
estimate  for  unskilled  labor  with  all  its  liability  to  fre- 
quent unemployment  —  that  would  entail  a  wage  of 
$30.75  a  week,  $5.45  a  day. 

Meanwhile  the  highest  wage  rate  for  any  class  of  com- 
mon labor  of  which  we  have  any  record  in  that  part  of 
the  country  was  the  $3.68  set  in  October,  1918,  by  the 
Shipbuilding  Labor  Adjustment  Board.  Their  award, 
covering  all  shipbuilding  laborers  of  the  Atlantic  Coast, 
Gulf  and  Great  Lakes  districts,  was  46  cents  an  hour 
for  an  eight-hour  day. 

Next  to  that,  for  the  Philadelphia  region,  came  the 
40-46  cents  an  hour  paid  to  laborers  placed  in  employ- 
ment by  the  federal-state  employment  oflSces  of  that  city 
during  October,  1918,^  the  season  of  most  urgent  labor 
demand,  just  before  the  signing  of  the  armistice.  In 
July,  1918,  similar  placements  in  Philadelphia  were  at 
the  wage  of  35-40  cents;*  while  for  130  cities  through- 
out the  country  at  this  time,*  the  average  government 
placement  wage  for  laborers  was  36.6  cents  an  hour,* 
or,  for  an  eight-hour  day  (if  indeed  such  irregular  labor 
should  be  fortunate  enough  to  average  eight  hours  each 
day),  $2.93. 

Finally,  for  the  year  1919  the  city  of  Philadelphia 
arranged  to  pay  its  municipal  laborers  an  average  wage 
of  $2.87  a  day  (mode,  $2.75) ;  ^  or,  at  the  highest  esti- 
mate, some  47  per  cent  less  than  the  necessary  daily 
family  income  set  down  by  the  Bureau  of  Municipal 
Research  the  previous  October. 

In  the  face  of  such  facts,  how  dare  we  assume  that 
the  lower-class  working  woman  at  home  is  necessarily 

>  See  Monthly  Labor  Review,  December,  1918,  p.  294. 

*  Ibid..  September.  1918.  p.  182. 

*  I.  e..  immediately  before  August  1,  1918. 

*  W.  F.  Ogbum,  "  The  Standard  of  Living  as  a  Basis  for  Wage  Adjustment/*  Pro- 
oeedings  of  the  Academy  of  Political  Science,  February,  1919,  p.  104. 

*  See  Appropriations  for  the  City  of  Philadelphia  for  1919,  Bureau  of  Highways, 
pp.  114, 115,  Bureau  of  Water,  pp.  124.  125. 
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the  member  of  a  ''  standard  "  family  ?  And  if  she  is 
not  —  if  her  family  is  sub-standard  —  how  dare  we 
assmne  that  it  will  cost  her  less  than  the  girl  who  boards 
to  secure  the  food  and  shelter  she  needs  ?  If  the  typical 
food  consimiption  of  a  lower-class  family  is  5  per  cent 
below  par,  the  daughter  would  have  to  make  up  that 
entire  deficit  for  all  the  members  of  the  family  before 
her  own  share  would  be  adequate.  This  is  not  a  matter 
of  sentiment  but  of  arithmetic,  part  of  the  very  co- 
operative system  that  makes  family  living  inexpensive. 
And  probably  if  the  food  were  below  par,  other  neces- 
sary items  would  be  also;  so  that  these  in  turn  would 
have  to  be  lifted  before  that  one  person's  one  necessity 
could  be  fully  satisfied.  It  is  impossible  in  short  for  a 
working  woman  to  maintain  any  such  standard  as  our 
American  minimum  wage  laws  contemplate  so  long  as  she 
is  the  jointrcost  member  of  an  already  submerged  family. 
Her  only  chance  (economically  speaking)  is  either  to 
break  away  and  thus  have  to  meet  the  expenses  of  in- 
dependent living,  or  to  raise  the  family  welfare  to  the 
required  level.  The  contention  of  the  present  writer  is 
that,  pending  fxiller  wage  information  such  as  we  shall 
possess  after  the  1920  Census,  we  have  no  right  to  as- 
sume that  the  second  alternative  is,  on  the  average,  the 
cheaper  of  the  two. 

Such  a  contention  is  further  borne  out  by  an  examina- 
tion of  what  properly  constitutes  "  submergence  "  in  the 
case  of  a  family  old  enough  to  have  a  working  daughter. 
The  present  writer  is  very  strongly  of  the  opinion  that 
even  if  a  family  is  financially  above  par  according  to 
our  accepted  father-mother-and-three-small-children 
standard,  it  may  be  well  below  par  on  that  same  stand- 
ard when  once  the  children  are  half-grown. 

The  following  facts  press  for  presentation  in  this 
connection: 
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(1)  The  actual  expenses  of  the  family  mcrease  enor- 
mously. It  cannot  be  too  strongly  emphasized  that  in 
the  few  years  of  early  adolescence  immediately  suc- 
ceeding thirteen  (the  age  at  which  our  standard  family 
stopped),  the  expenses  for  each  child  rise  out  of  all  pro- 
portion to  previous  increases.  That,  it  will  be  said,  is 
ordinarily  more  than  compensated  for  by  the  supple- 
mentary earnings  of  these  children.  True,  if  they  all 
go  to  work  so  soon  as  they  are  foiuteen;  but  it  is  at  this 
very  period  that  additional  schooling  or  trade  training 
is  so  common.  Moreover,  a  not  inconsiderable  percent- 
age of  children  fail  to  complete  the  required  grades  at 
fourteen. 

(2)  Further,  a  family  with  half-grown  children  is  apt 
to  have  a  larger  total  number  of  children  than  is  allowed 
for  by  our  standard.  By  the  time  an  oldest  daughter 
is  eighteen  or  twenty  the  child-bearing  period  of  the 
mother  is  ordinarily  completed,  and  the  full  comple- 
ment of  children  is  increasingly  apt  to  be  more  than 
three  or  even  four.  In  the  city  of  Scranton,  the  writer 
found  that  the  average  number  of  "  equivalent  adult 
males  "  in  those  families  having  wage-earning  daughters 
over  eighteen  among  the  families  investigated  in  Sep- 
tember by  the  United  States  Bureau  of  Labor  Statistics, 
instead  of  being  4.5,  as  it  woxild  have  been  had  the 
children  simply  been  the  three  of  the  Bureau  of  Munic- 
ipal Research's  standard  family  moved  ahead  five  years 
in  age,  was  actually  5.84,  an  average  difference  of  30  per 
cent  per  family.  In  Philadelphia,  a  parallel  investiga- 
tion conducted  in  November,  1918,  yields  an  average 
of  four  children  per  family;  and  in  "  equivalent  adult 
males  "  an  average  total  family  of  5.1  instead  of  4.5,  an 
average  difference  of  13.3  per  cent.  These  figures  would, 
according  to  Dr.  Ogbum's  June  requirement  of  $1380 
for  the  standard  family,  necessitate  total  incomes  of 
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$2127  and  $2371  respectively,  for  these  average  adoles- 
cent families  of  Philadelphia  and  Scranton,  provided 
that  for  adolescents  the  food  requirements  continue  to 
be  a  proper  index  of  their  total  cost  to  the  family. 

(3)  But  in  the  case  of  the  working  daughter  detailed 
above  we  have  shown  that  no  such  constant  proportion 
holds  true.  Her  clothing  and  miscellaneous  expenditures 
are  out  of  all  proportion  to  those  of  her  mother,  whose 
food  requirements  were  but  little  if  at  all  less  than  her 
own.  The  same  holds  true  of  her  slightly  younger 
brothers  and  sisters.  Once  the  age  of  thirteen  or  four- 
teen is  passed,  the  costs  for  clothing,  amusements  and 
incidentals  go  up  by  leaps  and  bounds. 

(a)  This  discrepancy  is  brought  out  very  strikingly 
by  the  Scranton  figures,  which,  altho  they  give  an  aver- 
age total  income  for  the  families  discussed  above  of 
$1890,  or  only  20.4  per  cent  less  than  would  be  de- 
manded by  Dr.  Ogbum's  standard  figure  when  adjusted 
on  the  basis  of  increased  food  requirements,  show  a 
deficit  in  the  family  food  consiunption  itself  of  29  per 
cent  below  his  standard.^  In  other  words,  food  has 
fallen  behind  8i  per  cent  in  the  race  with  miscellaneous 
expenditures. 

(6)  Moreover,  the  food  consumption  of  these  adoles- 
cent families  is  below  par  not  only  according  to  Dr. 
Ogbum's  absolute  scale,  but  also  according  to  the  rela- 
tive scale  of  the  amount  spent  on  food  by  all  the  other 
Scranton  families  investigated.  Where  these  spent 
$160  a  year  (or  $3.08  a  week)  per  "  equivalent  adult 
male,"  our  adolescent  families  spent  only  $128  a  year 
(or  $2.46  a  week).  In  other  words,  leaving  quite  aside 
the  question  of  the  possible  imdemourishment  of  the 
general  run  of  workmen's  families  in  Scranton,*  the 

1  I.  e.,  the  difference  between  the  aetuAl  Scrmnton  family  avenise  ol  $7S0  a  year  and 
the  $1056  of  his  adjusted  standard. 

*  In  justice  to  them  it  must  be  remembered  that  Dr.  Oleum's  standard  was  set  in 
Jane,  while  their  recorded  year  ran  from  October  to  October. 
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fact  remains  that  those  families  that  in  1917-18  were 
enjoying  the  vaimted  advantage  of  possessing  wage- 
earning  daughters  over  eighteen,  were  actually  20  per 
cent  less  well  nourished  than  their  neighbors.^ 

(4)  Another  factor  that  has  to  be  taken  into  account 
is  the  need  for  savings  that  first  manifests  itself  at  this 
middle  period  of  family  life.  It  is  now,  if  ever,  that  the 
parents  must  begin  seriously  to  lay  aside  for  their  own 
old  age.  No  such  responsibility  rests  upon  the  parents 
of  the  standard  family  still  on  the  hither  side  of  the 
prime  of  life  —  or  at  least,  no  such  allowance  is  ever 
made  in  the  standard  budgets  with  which  we  have  been 
dealing.  The  presumption  of  tiiese  standard  budgets  is 
imdoubtedly  (and  quite  properly)  that  in  the  middle 
period  to  follow,  when  the  children  are  growing  up, 
their  earnings  will  so  augment  the  family  store  that  the 
parents  can  save  rapidly  and  heavily  to  provide  against 
the  time  so  soon  to  come  when  the  father  will  no  longer 
be  capable  of  earning  his  full  wage  and  the  time  not  so 
far  beyond  that  when  the  industrial  world  will  no  longer 
want  him  at  all.  If  a  working  daughter  makes  no  con- 
tribution toward  such  necessary  savings,  the  chances 
are  very  much  increased  that  she  will  have  dependent 
parents  on  her  hands  a  few  years  later,  or  that  mean- 
while the  parents  will  insist  upon  saving  out  of  what 
should  be  current  expenditures  so  that  her  own  needs 
will  be  scanted  in  the  manner  indicated  above. 

To  a  lesser  degree,  this  is  also  the  time  when  the  older 
sons  or  daughters  of  the  household  must  be  laying  some- 
thing aside  for  their  own  marriage.  The  total  amount 
required  for  this  is  of  course  relatively  small,  yet  the 

>  standard  food  eonaumption  per  *'  equivalent  adult  male,"  aooording 

to  Ogbum $181.00  yr. 

Actual  food  eonaumption  per  "  equivalent  adult  male  "  in  Scran- 

ton:  AU  famiUea  152.60  • 

Familiea  bavins  working  daushterv  over  18 128.00  ' 

Familiea  not  having  working  daughterv  over  18  180.00  ' 
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period  ol  saying  is  commonly  so  short  that  it  makes  a 
not  inconsiderable  Hgox  in  many  a  woi^ing  girl's  budget 
All  these  additional  costs  ot  the  adcdescent  family  — 
increased  per  capita  eiqpenses,  augmented  even  moie 
rapidly  than  the  rise  in  family  food  consumption  would 
indicate,  an  actually  increased  number  ot  mouths  to 
feed,  and  the  pressing  need  for  savings — all  combine  to 
make  a  picture  so  different  from  that  of  the  standard 
family,  that  the  present  writer  would  most  earnestly 
urge  future  students  of  the  cost  of  living  to  make  a 
separate  study  of  this  period.  Until  such  a  study  is 
completed  we  must  perforce  labor  very  much  in  the  daii: 
with  the  problem  of  the  woridng  giri.  To  make  tiie 
chain  complete,  we  should  of  course  have  small  addi- 
tional studies  of  the  minimum  initial  costs  of  house- 
keeping, including  the  expense  of  the  first  baby;  and 
also  of  the  costs  of  old  age,  when  the  superannuated 
parents  either  continue  to  live  by  themselves  or  (as  is 
more  frequent)  in  turn  become  joint-cost  members  of 
their  children's  home.*  The  need  and  value  of  such  a 
"  moving  average "  budget  can  hardly  be  over-em- 
phasized. Combined  with  the  corresponding  wage  data 
(which  of  course  are  far  more  accessible),  it  would  for  the 
first  time  put  us  in  a  position  to  see  for  any  given  state  of 
prices  what  are  the  relath^  liabilities  of  the  different 
periods  of  a  workman's  history;  and,  to  offset  these, 
what  are  the  assets  upon  which  he  can  normally  t  uunt  at 
these  different  periods  —  the  rising  and  falling  curve  of 
his  own  wages,  combined  later  on  with  that  of  his  chil- 
dren. Such  knowledge  would  give  a  new  solidity  to  ou^ 
discussions  of  the  proper  relation  of  men's  and  women* ^ 
wages,  the  ad\dsability  of  different  forms  of  sodal 
surance,  the  problem  of  the  exteo^iUHC  ^^  ^^^' 

*  It  micht  be  thottsht  that  aiiMe  this  it  a  rather  coi 
it  would  appear  in  the  beet  etaadard  budceta.  B^t 
proof  that  the  budgeta  imply  indepeod»t  eaTiac  for  ok 
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(2)  Many  independent  women  who  now  have  to  send 
away  money  to  assist  aged  parents  or  other  poor  rela- 
tives, would  be  automatically  relieved  of  this  burden  by 
the  general  increase  of  family  welfare  resulting  from  the 
increased  wage  of  the  women  remaining  at  home. 

(3)  As  to  the  question  of  the  sufficiency  of  a  tem- 
porary as  contrasted  with  a  permanent  independence 
standard,*  it  is  to  be  noted  that: 

(a)  Few  women  have  to  board  throughout  life.  Not 
only  do  the  great  majority  of  working  women  as  of  work- 
ing men  marry  sooner  or  later,  but  practically  none  of 
them  follow  a  calling  that  of  itself  necessitates  ''  drift- 
ing." The  male  harvest  hand  or  lumber  jack  has  no 
female  counterpart.  Moreover,  it  may  well  be  argued 
that  with  a  leveling-up  of  wages  at  home  fewer  of  the 
younger  women  than  now  would  be  forced  afield  in 
search  of  a  living.  Finally,  of  those  who  remain  celibate 
or  become  widowed,  a  large  proportion  naturally  fit 
before  long  into  some  family  circle.  They  may  con- 
tinue to  do  their  day's  work  outside  the  home  rather 
than  in  it,  but  their  absolute  expenses  are  once  more 
reduced  to  a  joint-cost  basis.  When  they  finally  reach 
old  age,  the  expense  they  have  to  meet  is  only  that  of 
care  within  the  family. 

(6)  This  care  can  roughly  be  provided  for  out  of  such 
a  full  temporary  independence  budget  as  the  writer 
woxild  suggest,  by  the  savings  of  early  middle  age  — 
savings  naturally  incident  upon  the  decreased  expendi- 
ture of  the  older  woman  for  clothing  and  amusements. 

i  In  uaiog  the  word  "  temporazy  "  here,  the  writer  is  conscious  of  direrting  it  per- 
haps unfairly  from  its  original  definition  as  given  at  the  beginning  of  this  artiole.  The 
standard  she  advocates  is  intended  quite  definitely  to  include  provisioii  for  current 
illnesses  and  other  emergencies,  as  well  as  a  very  small  insurance  fund.  Her  quarrel 
with  the  use  of  the  word  "  permanent "  in  such  a  coxmeotion,  is  merely  beoause  of  its 
emphasis  on  the  abnormal  case  of  the  woman  whose  absence  from  home  is  to  be  lifekng. 
She  has,  therefore,  used  the  expression  "  fuU  temporary  independence  minimnm  "  lo 
denote  a  compromise  attitude  that  emphasises  primarily  the  entire  range  of  needs  of  a 
woman  away  from  home  for  only  a  few  months  or  yean. 
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Of  course  to  permit  of  such  elasticity,  our  temporary 
independence  budget  must  at  the  outset  be  generous  to 
a  novel  degree  —  generous,  that  is,  according  to  the 
narrow  standards  hitherto  adopted  by  oiu*  best-known 
wage  boards.  But  a  younger  woman's  budget,  in  order 
to  be  up  to  a  genuine  health  minimum  in  practice, 
must  in  any  case  be  ample  enough  to  provide  for  a  far 
larger  amoimt  of  pretty  clothing  and  amusements  than 
an  older  woman  would  require:  if  we  allow  for  only  as 
much  of  these  "  secondary  expenditures  "  as  may  seem 
strictly  "  necessary  "  and  "  sensible  "  to  an  older  per- 
son, we  shall  commonly  find  the  yoimg  recipient  of  our 
minimum  imderf eeding  herself  to  make  up  the  difference. 

The  following,  accordingly,  is  the  sort  of  full  tem- 
porary independence  budget  that  the  writer,  pending 
fuller  information  on  family  costs,  considers  to  have 
been  adequate  but  conservative  for  a  working  woman  in 
Philadelphia,  a  fairly  typical  eastern  city,  in  January, 
1919.* 

Looking  back  now  over  the  general  course  of  the 
argument  we  have  been  following,  can  we  not  see,  for 
all  their  apparent  divergence,  points  of  compromise  and 
even  of  agreement  on  the  part  of  the  various  theories  we 
have  reviewed  ?  Is  it  so  impossible  to  hope  that  their 
exponents  may  in  the  future  come  to  a  basis  of  common 
imderstanding  and  effort,  when  once  they  shall  have 
been  properly  interpreted  to  one  another  ? 

Each  of  the  four  theories  represented^  has  good  points 
which  it  would  be  a  pity  for  us  to  lose.    The  joint-cost 

1  Figures  based  upon  budgets  for  the  year  1918  of  some  seventy  or  eighty  working 
women  personally  interviewed;  upon  studies  for  the  fall  of  1918  (not  yet  published)  by 
the  U.  S.  Bureau  of  Labor  Statbtics  and  the  Philadelphia  Bureau  of  Municipal  Re- 
search; and  upon  the  published  findings  of  previous  investigations,  including  the 
budgets  drawn  up  during  the  last  eight  years  by  the  various  minimum  wage  boards 
of  the  country. 

s  I.  e.,  leaving  out  of  account  the  pin<money  theory,  which  is  in  any  case  now  obso- 
lete among  serious  thinkers. 
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Full  "Tsmforabt  Independence"  Budget 

Minimum  Weekly  Rates 
Boarding  >  At  hatub  t 

Room,  board,  lunches,  and  Dau^ter's  share  of  houae- 

partial  laundry $9.05        keeping    expenaea,    plua 

mother's  services $7.80 

Daughter's  subsidy  to  f  amfly   1 .25 

Total $9.05 

aothing  «  ($130.00  a  year) $2.50 

Toilet  articles,  soap,  etc.  ($5.20  a  year) .10 

Carfare  (10  cents  a  day) 60 

Health  ($21.00  a  year) 40 

Stamps  and  stationary  (25  cents  a  month) .06 

Amusements  '  (movies,  ice  cream,  etc.) .35 

Vacation: 

Room  and  board,  1  week $10.00 

R.  R.  fare 2.00 

Spending  money 1.00 

Other  trips  over  night 1.60 

$14.60 

Money  saved  on  regular  meals  and  carfare  during  vaca- 
tion        $6.80 

Net  cost  of  vacation 7.80  .15 

Education  (papers  and  magazines) .15 

Extra  carfare  (.10  every  two  weeks) .05 

Dues 05 

Church  and  charity .15 

Christmas  presents,  etc.  ($3.65  a  year,  excess  of  gifts 

given  over  gifts  received) .07 

Insurance  ($13.00  a  year) .25 

Other  expenses  (unforeseen  $3.65  a  year) .07 

Loss  of  wages,  1  week's  illness  ($15.00) .30 

Loss  of  wages,  1  week's  vacation  or  unemployment  ($15.00)     .30 

Savings*  ($21.00  a  year) .40 

Total $15.00 

>  See  pp.  241  ff. 

*  (a)  Older  woman's  dothini  ($104.00  a  year) $2.00;  orfiOcleM 

(b)  Older  woman's  amusements   25;  or  lOe.  less 

(e)  Older  woman's  savings  ($52.00  a  yeu)  l.CX);  or  60e.  •Ait^i^t*^^ 

(therefore  older  won^n's  total  insurance  plus  savings  ■■  $65  a  jrear,  even  supposuiK 
that  she  eontinttes  to  pay  the  $1.25  a  week  board  subsidy  to  the  family  with  whom  lbs 
Hwm.  If.  howerer,  the  latter  ceases  to  become  necessary,  her  total  sa^iaci  reaoh  $110 
•  year). 
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theory  emphasizes  the  valuable  fact  of  the  norm  of 
family  life  and  family  economy;  the  temporary  in- 
dependence theory,  the  needs  of  the  girl  adrift;  the 
permanent  independence  theory,  the  importance  of  pro- 
vision for  the  hazards  of  imemployment  and  old  age; 
and  the  family  support  theory,  the  prevalence  of  need 
in  the  families  of  women  workers. 

Especially  important  to  the  present  writer  seem  the 
points  brought  out  by  oiu*  two  sets  of  family  theorists — 
the  real  economies  of  home  life,  and  its  inescapable 
burdens.  In  this  connection  the  exponents  of  the  family 
support  theory  are  especially  to  be  thanked  for  pioneer 
service,  since  they  have  had  the  courage  to  attack,  how- 
ever crudely  and  confusedly,  the  outworks  of  the  de- 
pendency problem.  Their  unscientific  method  has 
received  scant  shrift  in  this  paper;  but  the  underlying 
truth  of  their  complaint  —  that  the  question  of  women's 
wages  and  standards  of  living  must  be  examined  in  the 
light  of  family  wages  and  standards  —  should,  the 
present  writer  firmly  believes,  form  the  cornerstone  of 
future  study. 

Dorothy  W.  Douglas. 

University  of  Washington. 
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RAILROAD  VALUATION  BY  THE  INTERSTATE 
COMMERCE  COMMISSION 

SUMMARY 

V.   Cost    Facts  and  estiinates,  261.  —  CcHnmiaBioii  prooedure,  262. 

—  Benewals  and  costs,  263.  —  Appreciation,  266.  —  Original  cost  de- 
termined by  appraisal,  269.  —  Facts  and  estimates  once  more,  270.  — 
VI.  Intangibles.    Ckxnmission  doctrine,  271. — Franchise  value,  272. 

—  Going  value  and  strategic  value,  273.  —  Wisconsin  deficit  theory, 
276.  —  Vn.  Final  value,  277. — Confiscation  and  condemnation,  277.  — 
Exchange  value,  278.  —  Capitalisation  of  eamingB,  280.  —  The  general 
rate  structiure,  283.  —  The  reasonable  return  as  a  variable,  284.  —  The 
iqypeal  to  authority,  288.^ — Cost  of  reproduction  as  a  basic  fact,  289. — 
Land  once  more,  290.  —  Cost  of  reproduction  and  investment,  293.  — 
The  rule  in  Smyth  r.  Ames,  297.  —  The  Commission  and  "  final 
value,"  298. 

V.  Cost 

The  valuation  act  calls  for  the  ascertainment  and 
report  in  detail  of  the  "  original  cost  to  date  "  of  each 
piece  of  property.  This  requirement  the  Commission 
has  interpreted  as  demanding  the  report  of  a  fad  as 
contrasted  with  an  estimate}  The  properties  have  been 
"  actually  produced  in  the  past,  and  their  production 
has  cost  a  given  amount  of  money.''  Provided  the 
records  suffice,  original  cost,  *'  a  fact  of  prime  impor- 
tance," can  be  exactly  known,  and  it  is  in  the  exact  sense 
that  the  words  are  interpreted  by  the  Commission.^ 

>  "  The  coBt  of  reproduction  new  is  of  necessity  an  eetimste,  for  the  property  nerer 
will  be  reproduced  in  fact  and  the  exact  expense  of  reproducing  it  cannot,  therefore,  be 
known.  Depredation  is  necessarily  an  estimate,  for  there  is  no  way  in  which  the  exaet 
amount  of  deterioration  can  be  known."     Texas  Midland,  1  Val.  Rep.  1,  176. 

*  Ibid.     Mr.  Prouty  has  said: 

"  Possibly  I  ought  to  say  a  word  on  the  subject  of  original  cost.  The  States  say  that 
ihart  Is  DO  di^xM^tion  upon  the  part  of  the  Bureau  of  Valuation  to  show  the  cniginal 
oott.   I  desire  to  state,  at  the  outset,  that  that  impression  is  absolutely  erroneous.    Tlw 

260 
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Search  has  been  made  for  the  best  evidence  of  cost. 
The  usual  sources  of  mf  ormation  are  the  books  and  files 
of  the  carrier,  but  where  these  records  are  "  missing  or 
deficient  with  respect  to  the  expenditures  for  property  " 
resort  is  had  to  the  records  of  the  contractors,  of  reor- 
ganization committees  and  syndicates,  and  of  courts 
and  commissions.  Where  cost  cannot  be  determined 
''  within  reasonable  limits  of  accuracy,  from  evidence 
which  carries  with  it  a  fair  degree  of  certitude  "  (i.  e., 
"  exactly  ")  the  Commission  reports,  not  a  figure  of 
estimate,  but  a  statement  of  the  impossibility  of  making 
a  report  of  cost.* 

The  detail  of  the  report  is  entirely  governed  by  the 
character  of  the  records,  altho,  in  its  interpretation  of 
the  language  of  the  act,  the  Commission  has  held  that 
the  phrase  "  each  piece  of  property  "  is  to  be  given  "  a 
reasonable  and  sensible  construction."  While  the  pri- 
mary accoimt  has  accordingly  been  selected  as  the  basis 
for  the  report  (as  "  ordinarily  .  .  .  sufficient  for  every 
practical  purpose  ")  it  has,  in  some  instances,  been  pos- 
sible to  distribute  the  costs  to  the  structural  units.  The 
information  is  generally  given  by  valuation  sections,  but 
if  the  costs  can  be  given  only  for  the  line  as  a  whole,  the 
latter  procedure  is  followed;  and,  where  only  fragmen- 
tary data  are  available,  such  as  land  and  equipment 
costs,  reports  covering  such  portions  of  the  plant  are 
made.^ 

The  inadequacy  of  railroad  records  makes  difficult 
distribution  even  by  primary  accounts.  Until  1907  ac- 
counts were  not  uniformly  kept  by  different  railroads, 


Bureau  of  Valuation,  ■peaking  for  Nfr.  Staples,  Mr.  FarreU,  and  myaelf ,  attach  ] 
importanoe  to  original  cost  when  original  ooet  can  be  known  than  we  do  to  any  other 
thing  which  can  be  known  in  this  valuation.  But,  gentlemen,  we  want  to  know  that  H  is 
original  ooet.  Now  original  ooet  b  a  fact;  it  ie  not  a  gueis."  Hearings,  December, 
1917,  p.  142. 

>  Tesae  Midland,  1  VaL  Rep.  1,  177. 

*  Ibid.,  pp.  178,  179;  Kaneaa  City  Southern,  1  VaL  Rep.  223,  229-238. 


Digitized  byVjOOQlC 


262  QUARTERLY  JOURNAL  OF  ECONOMICS 

nor  even  by  the  same  railroad  over  a  period  of  years. 
Additions  and  retirements,  changes  and  betterments, 
have  been  made  without  affecting  the  property  accounts. 
During  adverse  years  maintenance  has  been  deferred; 
during  prosperous  years  improvements  have  been 
charged  to  operating  expense.  Even  for  equipment  it 
is  only  "  where  the  additions  and  changes  have  not  been 
extensive  ''  that  "  original  cost  as  a  rule  can  be  shown 
with  exactness."  And  the  showing  of  original  cost  for 
the  road  accounts  is  "extremely  diflScult"  because  in 
the  face  of  continual  changes  involving  additions  and 
retirements,  the  same  general  structure  has  been  main- 
tained.^ When  the  Commission's  accountants  sought, 
by  examining  every  voucher  of  the  Texas  Midland,  to 
reconstruct  the  accoimts  "  upon  a  proper  basis,"  the 
task  was  found  impossible  of  precise  accomplishment. 
Accordingly,  the  tentative  valuation  reported  that 
while  "  it  was  possible  to  identify  the  equipment  now  in 
existence  and  show  the  cost  of  that,  and  also  to  show  the 
original  cost  of  lands  with  reasonable  certainty,  ...  a 
statement  of  the  original  cost  of  particular  structures, 
or  by  primary  accounts,  or  even  of  the  property  as  a 
whole,  would  be  entirely  misleading."  ^  Such  report 
has  been  possible  for  the  Winston-Salem  Southbound, 
which  was  built  as  a  complete  new  project  after  1907.* 
Even  for  the  Winston-Salem  Southboimd  it  is  not 
asserted  that  the  amounts  reported  "  in  every  instance 
represent  the  exact  cost  of  property  units  now  in  place." 


t  T^zMMkIlftiKl«lVaI.B«|>.  1,179;  Me  th«diMiMioii,Baa]raMiV«liiiit^ 
115,  ISl,  171-173,  And  tlie  reforenfiei  then  oitad;  abo  Texas  Midlaad  Brief.  pi>.  309- 
816k  and  oaees  oHed. 

>  Tntatire  Vahiatioii,  Texas  Midland,  p.  11. 

Tbe  aoooontants.  hawtmt,  were  not  able  to  aerfim  tlie  greater  part  of  the  impwf" 
BMBta  **  wfaieh  moet  haTe  been  made  to  thie  eqoipineiit,  a  laige  part  of  vUeh  vaa  pur- 
elwaed  prior  to  1808."    Ibid^p.18. 

See  aleo  Baafaoad  Vafaiation.  pp.  188-140,  and  e^wdaUy  the  qnotalioaa  ^arv  cbw 
fram  Mr.  Fhmty's  addraea  befofe  tlM  1014  meetiiw  of  tlM  Natl  Aaa*n  Bj.  Ooa'ta. 

•  Twtatire  Yafantio^  pp.  8. 18. 
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But,  with  the  qualification  that  ^'  doubtless  some  re- 
newals have  been  made/'  the  tentative  valuation  states 
that  the  original  cost  has  been  distributed  to  primary 
accoimtSy  and  has  been  allocated  to  localities  or  units.^ 
The  qualification  is,  however,  significant,  and  especially 
significant  for  the  older  properties.  The  rules  of  the 
Commission  with  respect  to  certain  accoimts  are  based 
upon  the  concept  of  maintenance  in  terms  of  operating 
efficiency,  and  not  of  maintenance  in  terms  of  dollars  of 
investment.  Accordingly  no  accoimt  is  taken  of  any  dif- 
ference between  the  cost  of  the  new  unit,  and  the 
original  cost  of  the  unit  retired ;  an  important  considera- 
tion in  a  period  of  advancing  prices;  and  especially 
important  for  those  units  of  plant  subject  to  frequent 
replacement: 

Consider  the  tie  as  an  illustration.  Let  it  be  assumed  that  the  tie 
now  in  place  is  exactly  similar  in  every  respect  to  the  tie  which  was 
originally  installed  25  years  ago.  That  tie  cost  50  cents;  the  present 
tie  cost  $1.00;  nevertheless,  the  original  cost  of  the  present  tie  as 
carried  upon  the  books  of  the  carrier  and  in  its  investment  account 
is  50  cents,  which  is  reported  as  the  original  cost.  The  cost  of  plac- 
ing the  tie  is  carried  in  Account  12,  tracklaying  and  surfacing,  which 
is  entirely  a  labor  account.  Evidently,  if  the  cost  of  labor  has  in- 
creased, the  expense  of  placing  the  present  tie  exceeds  the  expense  of 
placing  the  original  tie,  but  this  difference  in  expense  is  not  reflected 
in  Account  12,  and  it  does  not  therefore  appear  in  our  report  of 
original  cost.  Other  of  the  primary  accounts  are  affected  in  the 
same  way  to  a  greater  or  less  extent.' 

The  question  thus  resolves  itself  into  the  question  of 
whether  we  are  now  interested  in  what  the  existing  plant 

*■  Tentative  Valoation,  p.  13. 

»  TesM  Midknd,  1  Val.  Rep.  1, 178.  This  pangnph  would  seem  to  be  a  reflection 
of  the  diamwion,  Heaiinga,  Maroh,  1917,  p.  380.    At  p.  149  it  b  stated: 

"  The  aocountinc  rules  of  the  Commission  do  not  permit  a  carrier  to  include  in  the 
cost  of  a  betterment  or  addition  to  its  property  anythinc  on  account  of  engineering  serr- 
ioe  rendered  by  the  operating  engineers  of  the  carrier.  It  usually  happens  that  laihoad 
aystems  of  considerable  use  employ  engineers  of  ability  as  a  pctft  of  their  regular  operat- 
ing force,  and  these  engineers  exercise  a  certain  amount  of  supenrision  over  additJona 
and  betterments  to  the  property.  To  an  extent,  therefore,  engineering  is  not  inchided 
in  the  eost  of  these  subsequent  improvements  and  does  not  appear  in  the  total  of 
Aoeoont  No.  1.**       See  discussion  by  Mr.  Brantley,  Hearings,  May,  1916,  pp.  78-70. 
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cost,  or  what  the  original  plant  cost  five,  ten,  fifty  yean 
ago.  Which  constitutes  original  cost  to  date,  which 
constitutes  investment  ? 

Fundamental  considerations  are  raised  in  these  terms. 
The  Commission's  accoimtants,  finding  it  impossible  to 
allocate  costs  to  units  of  plants,  have  shown  a  "  kind  of 
original  cost  "  by  seeking  to  determine  the  source  of  the 
funds  spent  for  plant,  when  units  of  plant  have  been 
added  otherwise  than  as  replacements  charged  to  operat- 
ing expenses.  "  When  the  proper  retirements  have  been 
made  the  result  is  the  original  cost  of  the  property  in 
existence,  assuming  those  retirements  to  have  been  all 
identified  and  the  original  cost  properly  determined."  ^ 
The  difference  between  any  amounts  charged  to  operat- 
ing expense  because  of  a  more  expensive  replacement  in 
kind  (a  $1.00  tie  instead  of  a  50  cent  one)  and  the  orig- 
inal cost  of  the  original  xmit  (the  50  cent  tie)  is  assum^ 
not  to  constitute  investment,  since  it  has  been  chained 
to  operating  expenses.* 

In  substance  this  is  a  proposal  to  accept  the  carrier 
accounts  for  operating  expenses  at  the  same  time  that 

)  TexBB  MidlaDd,  1  Val.  R«p.  1,  179.  The  amount  reported  u  the  "  "****»**"*" 
eoet  "  of  the  Teiae  Midland,  determined  upon  this  baeis,  waa  $2,892,360.94.  TtM.,  pp. 
(^-11,  98-100.  "  It  ia  believed  that  this  figure  ia  of  great  value,  but  it  moat  not  be 
understood  that  it  precisely  represents  original  cost,  for  it  does  not,"  p.  190.  See  also 
Hearings.  May.  1915.  p.  142;  December.  1917,  p.  169.  For  the  Kansas  City  Southern 
it  was  agreed  between  the  Bureau  and  the  carrier  that  the  total  "  inveatnsent  cost "  of 
the  railroad  system,  excluding  an  affiliated  tank  car  line,  was  $16,978,042.  1  VaLRep. 
223,229. 

*  The  following  is  quoted  from  the  Brief  of  Messrs.  Benton  and  FarreB  supporting 
the  Kansas  City  Southern  tentative  valuation: 

"  Such  increase  in  the  cost  of  ties  used  for  renewal  as  has  been  paid  out  of  operating 
expense,  and  the  same  cannot  be  included  in  a  statement  of  original  ooat  without  t»*mirwi£ 
suoh  oost,  as  reported,  reflect  something  quite  different  from  the  investment  in  proper' 
ties  made  by  the  owners  out  of  capital  advanced  by  them.  It  is  not  to  be  suppoaed  that 
Congress  intended  that  the  Conunission  should  include  as  original  ooat  to  the  oairier 
anything  which  has  been  properly  paid  for  as  operating  expense,**  p.  26.  It  had  pre- 
Tioualy  been  admitted  that  an  increase  in  the  cost  of  ties  had  ooeurred,  and  that  the 
inereaae  had  not  found  its  way  into  the  investment  account  oi  the  carrier.  But  it  waa 
denied  that  this  oost  should  be  included  in  original  cost.    Ibid. 

Thia  oontantion  was  overruled  by  the  Commiwion     1  VaL  Rep.  283,  237.  838. 
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the  property  accounts  are  rejected  as  worthless,  altho 
the  inadequacy  of  accounting  theory  and  practice  would 
seem  to  apply  equally  to  both.  Because  it  could  not  be 
determined  from  the  accounts  whether  "  Box  Car  No. 
1894  (galvanized  sides  and  roof)  .  .  .  had  been  built  at 
the  company's  shops  and  the  cost  thereof  charged  to 
operating  expenses,  or  whether  it  had  been  donated/' 
no  original  cost  for  this  unit  of  plant  was  reported.^ 
This  is  perhaps  an  extreme  illustration,  but  it  serves  to 
bring  out  clearly  the  essential  point  of  principle:  it  is 
possible  for  actual  investment  to  be  made  even  tho  the 
cost  of  the  imitof  plant  be  charged  to  operating  expenses. 
Whether  the  new  unit  of  plant  represents  a  net  increase 
in  investment  depends  upon  other  considerations: 
maintenance,  depreciation,  etc.*  But  when  analyzed  in 
terms  of  investment  (money  spent  in  the  creation  of 
plant)  all  maintenance  is  seen  as  a  creation  of  capital 
goods,  altho  the  accountant  conceives  of  it  only  as  ex- 
pense.' It  is  not  a  reductio  ad  absurdum  of  the  deprecia- 
tion appraisal  that  the  "  condition  per  cent "  of  a 
locomotive  is  greater  after  shopping  than  before.  The 
newly  shopped  locomotive  represents  more  stored  up 
labor,  measured  by  dollars  of  labor  cost  —  greater 
investment.* 

1  Texas  Midland,  1  Val.  Rep.  1, 100.  It  waa  further  stated  that  do  record  of  the  ooat 
of  the  car  could  be  found  in  the  accounts. 

*  See  the  discussion,  Railroad  Valuation,  pp.  108-124  and  especially  pp.  110-114, 
121. 

>  "  Take  the  case  of  the  locomotive.  When  it  has  been  shopped,  the  cost  of  the  new 
wheel,  or  inston  rod.  or  driving  axle  constitutes  the  existing  investment,  not  the  cost  of 
the  original  part  which  has  become  worn  out  and  useless  for  productive  purposes.  .  .  . 
The  accountant  would  conceive  of  the  cost  of  such  repairs  as  maintenance,  therefore, 
solely  as  operating  expenses.  Business  practice  does  not  coincide  with  the  refinement  of 
eeoDomio  theory  which  is  important  for  the  course  of  the  present  reasoning.**  Ibid., 
p.  111.  And  see  the  diagrams  in  F.  A.  Delano,  "  The  Application  of  a  Depredation 
Charge  in  Railway  Accounting."  Journal  of  Political  Economy,  vol  xvi,  p.  302,  which 
IDustrate  the  contention  here  made;  and  testimony  of  Mr.  WeUs  of  the  Texas  Mun^mf 
in  response  to  the  question  as  to  what  was  left  of  an  original  engine:  **  There  was  not 
very  much  of  the  original  locomotive  left  except  the  outside  shell  of  the  boiler,  the 
frame  and  the  cylinders."    Hearings,  March,  1917,  p.  864. 

*  Condition  Pear  Cent.  pp.  34, 40. 
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Within  uncertam  limits,  set  by  a  variable  standard 
as  to  what  constitutes  the  most  economical  operating 
condition  (or  from  the  other  angle,  what  constitutes 
"  deferred  mamtenance  ")  the  carrier  has  very  real  con- 
trol over  the  disposition  of  its  income.  The  public  has 
not  paid  the  operating  expenses  of  the  railroad  in  any 
different  sense  than  it  has  paid  the  operating  eiqpenses 
of  any  other  private  business.  The  public  has  paid  a 
price  for  a  service,  and  out  of  the  total  income,  the  dis- 
position of  which  has  been  largely  in  the  hands  of  the 
directors,  appropriations  have  been  made  for  dividends, 
for  maintenance,  for  extensions,  etc.  Once  the  income 
accrued  to  the  private  company,  its  distribution,  except 
as  affected  by  safety  regulations,  etc.,  has  been  de- 
termined by  the  private  interest,  and  imder  private 
control.  Heavy  appropriations  for  maintenance,  re- 
placements and  renewals  (even  for  additional  structures) 
have  been  made  out  of  earnings,  but  the  directors  have 
had  the  choice  of  making  such  reinvestment  of  earn- 
ings, or  of  distributing  the  earnings,  including  even  the 
amounts  properly  representing  the  wearing  out  of  equip- 
ment and  plant.*  When  dividends  have  been  suspended, 
or  interest  repudiated,  in  order  to  put  money  back  into 
the  property,  can  it  be  said  that  the  plant  bou^^t 
from  earnings  did  not  cost  the  owners  anything,  because 
charged  as  operating  expense  upon  the  books  ?  * 

Any  legitimate  claim  for  "  appreciation  "  is  based 
upon  an  analysis  of  maintenance  as  investment,  altho 
the  concept,  as  discussed  by  the  carrier  counsel,  is  by  no 
means  clean  cut.*   Too  frequently  the  evidence  (e3q)ert 

t  Fbr  iDoilxatioaa  of  vhftt  bapiMiM  vim  tlie  aneton  fail  to  ivntA  mnamf^  ia 
plurt,  n0  tlM  diwmMfcin  of  tlie  Boatan  4  Maine  and  tlie  Rock  Uaad  Co^  in  ir%il^f. 
"  Bailron^  Fimnea.  and  O^ianJaatJon,"  pp.  OC.  287;  and  tte  eteptan  on  tka  Afteli- 
•OB  and  tlM  Bahiman  4  ObicK  in  Daoalt.  "*  Baafaoad  BaotiairiHtioA.*' 

*  Sea  QoolatioB  fram  Mr.  Pkoutji  belowt  p.  S88>. 

•  BidkvidyafantMM.pp.110.111:  T^na  Midland.  1  VaL  Bap.  1. 6fr-«:  IS^-tM. 
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testimony)  has  sought  to  show  that  the  old  roadbed  is 
more ''  valuable  "  than  the  new  roadbed,  because  main- 
tenance expenses  are  less,  or  a  purchaser  would  be  will- 
ing to  pay  more,  etc.^  But  the  essential  point  is  that 
''  a  railroad  is  not  a  finished  product  when  the  construc- 
tion forces  have  put  its  parts  together  and  turned  it  over 
to  the  operating  department."  *  There  is  still  much 
work  to  be  done  "in  resmfacing,  in  opening  up  clogged 
waterways,  and  in  bringing  about  an  improved  condi- 
tion or  roadbed,  right  of  way  and  station  groimds."  * 
And  to  the  extent  that  this  work  represents  a  net  addi- 
tion to  investment  it  may  be  said  that  an  "  apprecia- 
tion "  has  occurred  which  is  quite  independent  of 
earnings  or  "  value,"  regardless  of  the  method  of  han- 
dling the  extraordinary  expenses  upon  the  books.  When 
the  CoDMnission  falls  back  on  its  accoimting  categories, 
the  real  imderlying  problem  is  passed  over.  That  under 
the  prescribed  rules  of  accoimting  the  carrier  cannot 
carry  any  part  of  this  expense  into  its  investment  ac- 

>  Hm  foUowinc  exoenyta  from  the  testamony  are  typical: 

Mr.  Brantley:  *'  Mr.  Bnimley*  as  between  a  new  roadbed;  that  ia.  one  that  is  first 
completed,  and  an  old  roadbed,  or  one  that  has  been  in  operation  quite  a  number  of 
years,  which  b  the  more  valuable  7  " 

Mr  Brumley:  "  The  old  roadbed,  which  has  gone  through  the  process  of  seasoning, 
solidification,  and  adaptation."  Hearings,  March,  1917,  p.  149;  compare  testimony  of 
Mr.  C.  S.  Churchill,  of  the  Norfolk  A  Western,  p.  164;  testimony  of  Mr.  H.  C.  Phillips, 
Hearings,  May,  1915.  pp.  59-61. 

*  Mr.  Brantley  (ibid.,  p.  56)  continued  in  terms  which  indicate  the  uncertainty  of  the 
concept: 

"  In  addition  to  such  further  work  and  quantities  there  is  an  increased  value  that 
comes  to  the  property  by  reason  of  solidification,  adaptation,  and  adjustment  which  is 
due  primarily  to  time  and  use.  This  additional  value  b  quite  pronounced  and  is  uni- 
versally  recognised  to  exist,  and  is  the  appreciation  for  which,  as  I  understand  it,  we  are 
now  asking  an  allowanoe  be  made.'* 

*  Carrier  Valuation  Brief  of  1915,  p.  157. 

In  the  Kansas  Qty  Southern  Brief,  it  is  saki: 

'*  It  appears  from  the  testimony  of  Mr.  Johnson,  Mr.  McCarty  and  Mr.  Rust,  that 
section  men  ordinarily  perform  work  prpperly  classed  as  construction  work,  such  as 
wklening  cuts  and  fills,  sodding  banks,  cleaning  out  ditches,  and  depositing  the  maturial 
in  embankments,  constructing  rip  rap  and  other  bank  proteetion  work.  Approximately 
8  to  10  per  cent  of  their  time  is  emplojred  in  work  of  this  character.  Tills  work  is  ssbsd- 
tially  eonstmction  work,  and  its  oost  is  a  proper  capital  chargs."  P.  209.  The  Tena 
Mkfland  Brief  does  not  discuss  appreciation  beeause  the  **  principles  and  avthotitiei  " 
an  folly  diseiMsed  in  the  1915  Brief. 
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count  proves  nothing  conclusively,  except  that,  when 
tested  by  a  refinement  of  economic  theory,  the  account- 
ing rules  are  inadequate.^  Thus  there  is  no  ''  trans- 
mutation of  past  operating  expenses  into  property." ' 
The  property  (plant)  already  exists  as  part  of  the  mar 
chinery  of  production.  Nor  from  the  point  of  view  of 
principle  is  it  important  that  an  extremely  difficult  task 
of  measurement  is  proposed.'  It  is  perhaps  signifi- 
cant that  the  Commission  in  the  Winston-Salem  South- 
boimd  opinion  f  aUs  back  on  the  cost  of  reproduction 
hypothesis:  "  Appreciation  cannot  be  produced  merely 
by  the  expenditure  of  money  and  therefore  cannot  be 
reproduced  new.  We  have  already  pointed  out  that  the 
valuation  amendment  contemplates  the  ascertainment 
of  cost  of  reproduction  new,  and  not  the  cost  of  reproduc- 
tion in  the  present  condition."  *  The  cost  of  apprecia- 
tion has  not  been  recognized  as  possibly  constituting  a 
part  of  the  real  original  cost.  And  this  is  the  funda- 
mental error  in  the  Commission  reasoning.* 

)  This  conduaioii  is  baaed  upon  a  premise  which  the  reaort  to  the  authority  of  the 
•eeoontioc  rules  indicates  that  the  CommisBioD  admits  is  valid:  namdy  that  actual 
"  bettermeDts  "  are  added  to  exidtinc  plant  units  throuch  maintenance  work.  See 
Notes  and  Comments,  p.  67. 

The  foUowinc  is  quoted  from  the  March,  1917.  Hearings: 

Director  Prouty:  "  I  do  not  think  we  make  any  question  —  I  certainly  do  not  — 
that  a  seasoned  roadbed  is  worth  more  than  a  green  roadbed.  .  .  .  My  daim  is  .  .  . 
the  seasoning  does  not  cost  anything,  because  it  has  all  been  paid  for  as  operating  ex- 
penses, additions  and  betterments."  P.  165.  Tliis  conforms  with  Mr.  Maltbie's  state- 
ment. Hearings,  May,  1915.  p.  64;  see  also  Mr.  FureD's  Brief  in  the  Texas  Mw«^»wi 
ease.  p.  35;  and  in  the  Ksnwsw  City  Southern  case,  p.  14,  to  the  same  effect. 

*  Mr.  Aitchison,  Brief  for  the  Nat'l  Aas*n  Ry.  Com'rs,  p.  94. 

*  See  discussion,  Texas  Midland.  1  VaL  Rep.  1,  65, 130.  the  nnsatisfartory  nature  of 
which  indicates  the  difficulty  of  the  task  of  measurement:  and  Heaiii«B,  March,  1917, 
pp.  80.  102.  127,  and  164. 

«  1  VaL  Rep.  187,  195;  Mr.  Prouty  expressed  the  same  idea  at  the  Maroh.  1917. 
Hearings,  p.  51.  and  the  argument  appears  in  Benton  and  Farrell,  Kansas  City  Southern 
Brief,  p.  16. 

*  But  the  following  from  the  majority  opinion  in  the  Kansas  City  Sovthflm  case 
tiwHiTat'fts  a  leas  positive  attitude  than  that  shown  in  the  Texas  MM^an^  and  Wiuton- 
Salem  Southbound  opinions: 

"  It  is  testified  that  between  8  and  10  per  cant  of  the  time  of  aactkm  men  ia  deroiad 
to  work  the  coat  of  which  repreaenta  a  proper  charga  to  the  oapital  aeeooai.    IDwtnk- 
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The  original  cost  apprdsal  made  by  the  Kansas  City 
Southern  represents  an  engineering  attempt  to  supply 
the  data  which  rewriting  of  the  accoimts  has  failed  to 
secure,  because  of  the  inadequacy  of  the  records,  or  the 
insufficiency  of  the  accoimting  rules.  The  proposal,  by 
no  means  a  new  one,  is  that  an  engineering  investiga- 
tion, parallel  in  its  scope  with  the  reproduction  field 
work,  shall  be  translated  into  terms  of  dollars  on  the 
basis  of  the  actual  cost  of  the  units  in  place,  regardless 
of  the  source  of  the  fimds.^  The  result  seciu^  by  such 
investigation  (assimiing  100  per  cent  accuracy)  will  be 
that  sum  which  measiires  the  investment  new  (repre- 
sented b}'-  the  physical  plant)  in  terms  of  dollars.  In  a 
very  real  sense  it  measures  original  cost  to  date;  in  fact, 
it  is  difficult  to  see  that  any  other  figxu'e  can  represent 
such  cost,  except  on  the  basis  of  far-fetched  definition.* 
But  the  Commission,  in  its  Kansas  City  Southern 
opinion  ruled  otherwise.' 

The  contention  of  the  carrier  has  not  been  answered 
in  terms  of  principle.  "  The  Commission  has  taken 
the  position  that  if  the  facts  as  to  original  cost  can- 
not be  ascertained  from  the  records,  an  estimate  may 
not  be  substituted."  *    Cost,  it  will  be  remembered,  is  a 

tioDS  oi  such  work  are  widening  cuts  and  fills,  sodding  banks,  cleaning  out  ditches  and 
depositing  material  in  embankments.  .  .  .  We  will  not  add  unknown  charges  to  tlie 
amount  stated  as  investment  in  the  proi>erty  and  the  claim  of  the  carrier  is  not  sus- 
tained." 1  VaL  Rep.  223,  252.  This  establishes  a  test  of  aocurary,  not  a  test  of  prin- 
ciple. 

And  compare  Commissioner  Daniels'  critical  analysis  of  the  unsatisfactory  treat- 
ment of  the  appreciation  problem  in  the  three  cases  in  his  dissenting  opinion.  Ibid.( 
pp.  206-209.  He  says:  "  The  fact  that  the  carriers  have  not  shown  us  how  to  measure 
it  is  no  excuse  for  our  declining  to  measure  or  estimate  it.  if  it  exists,  and  it  ought  to  be 
included  and  reported."     P.  269. 

>  Testimony  of  Mr.  R.  J.  MoOarty,  Vice  President.  Kansas  City  Southern  Railway, 
Hearings,  March,  1917.  pp.  357-395;  Protest,  Kansas  City  Southern,  p.  11;  Brief,  pp. 
24^-279.    See  Brief  of  Glenn  Plumb  for  the  Railway  Brotherhoods,  pp.  67-73. 

*  Railroad  Valuation,  pp.  110,  135,  136.  See  Mr.  Prouty's  disctission,  Hearings, 
December,  1917,  pp.  142-144. 

s  Kansas  City  Southern.  1  Val.  Rep.  223.  229. 

4  Benton  and  Farrell,  Kansas  City  Southern  Brief,  p.  14;  see  discussion  in  similar 
tone  by  Mr.  Phnity,  Hearing.  December,  1917.  pp.  143, 144. 
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tactJ  Mr.  Prouty  answered  Commissioner  Anderson's 
supposition  that ''  it  would  be  at  least  as  easy  to  make 
an  accurate  estimate  of  the  original  production  costs  " 
by  a  denial: 

Well  it  is  not  as  easy,  because  we  do  not  know  the  prices.  We 
cannot  get  the  prices  as  accurate^'.  We  cannot  tell  in  a  great  many 
instances  when  the  property  was  produced,  and  it  is  not  as  easy. 
Take  property  which  has  been  developed  from  a  single  track  into  a 
double  track,  or  from  narrow  gauge  into  broad  gauge,  or  take  the 
Kansas  City  Southern,  which  has  been  developed  from  a  single  track 
into  a  perfected  single  track.  You  cannot  tell  when  those  things 
were  done,  and  I  do  not  think  ^-ou  can  tell  what  it  actually  cost  to  do 
it;  but  I  ha\*e  repeatedly  said  to  the  Commission  that  if  you  want 
that  kind  of  an  inventon.*,  we  can  make  a  pretty  good  stab  at  it.  We 
can  tell  when  a  bridge  was  built ;  we  can  generally  tell  when  a  culvert 
was  put  in,  or  when  a  rail  was  bou^t,  or  when  a  tie  was  bought,  on 
the  average,  with  considerable  accuracy.  So,  if  you  want  that  kind 
of  an  in^-entor}-,  we  can  give  it  to  j-ou,  ^Ir.  Commissioner,  but  it  will 
not  be  as  reliable  as  the  reproduction  inventory.  It  will  be  more  of 
an  estimate  than  that,  and  it  will  not  be  good  for  an3rthing,  in  my 
judgment,  when  j-ou  get  it.* 

But,  after  all,  the  issue  is  not  a  question  of  ease;  nor 
even  a  question  of  relative  accuracy.  It  is  one  of  prin- 
ciple. Even  on  the  basis  of  accuracy,  the  skeptic  may  be 
pardoned:  for  cost  of  reproduction  is,  by  definition, 
purely  hypothesis.  And  certainly  the  Commission's 
"  investment  cost "  cannot  be  said  to  bear  any  neces- 
sary relation  to  the  cost  of  the  present  plant. 

While  an  appraisal  based  on  the  cost  of  the  units  in 
place  measures  original  cost  to  date,  it  does  not  measure 
unimpaired  investment :  the  amount  of  original  cost  not 
used  up  in  producing  past  service.  An  appraisal  of 
accrued  depreciation  is  still  necessary  in  order  to  meas- 
ure  the  amount  of  that  cost  which  has  been  so  used  up; 
or,  in  accounting  terms,  to  measure  the  depreciation 
reserve  which  would  appear  upon  the  books,  did  the 

>  t^BM  MkUand.  1  Val.  Rep.  1,  176. 

>  H«MiBfi>  Dvc  917.  p.  167. 
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accoiints  show  the  actual  economic  (and  business)  facts. 
That  the  Valuation  Act  calls  for  no  analysis  in  these 
terms,  but  only  a  vague  cost  to  date,  is  further  evidence 
of  the  inadequacy  of  that  legislation.^ 

VI.  Intangibles 

The  first  series  of  Tentative  Valuations  foimd  "  no 
other  values  or  elements  of  value  ...  to  exist ":  *  a 
conclusion  which  the  Conmodssion,  in  the  Texas  Mid- 
land case,  declared  constituted  full  compliance  with  the 
reqiiirements  of  the  Act.'  The  Kansas  City  Southern 
opinion,  however,  modified  this  holding:  "  No  other 
values  or  elements  of  value  to  which  specific  siuns  can 
now  be  ascribed  are  foimd  to  exist."  *  In  the  Texas 
Midland  case  the  carrier  had  insisted  that  the  law 
obligated  the  Commission  to  find  and  report  any  ele- 
ments of  value,  while  the  Conmiission  insisted  that  the 
carrier  "  name  a  figure  which  .  .  .  should  be  foimd."  * 
Altho  the  latter  failed  to  make  claim  in  terms  of  dollars, 
it  asserted  that  the  following  items  constituted  "  other 
values  and  elements  of  value  " : 

(1)  going  concern  value, 

(2)  connection  with  other  lines, 

(3)  good  station  facilities, 

(4)  gradients.* 

1  For  diBouadon  of  the  unimpaired  investment  oonoept,  aee  Railroad  Valuation,  i»p. 
106, 106, 108-110, 114-121.  and  the  references  there  cited. 

*  Tentative  Valuation,  Tbxbb  Midland,  p.  2;  Winston-Salem  Southbound,  p.  2; 
KaiMas  City  Southern,  p.  8.  Mr.  Brantley  (A..  B.  A  A.  Brief,  p.  410)  asked  that  the 
finding  be  amended  to  read:  "  No  consideration  has  been  given  to  intangible  values.'* 

*  Texas  Midland,  1  VaL  Rep.  1.  71;  see  however,  Protest,  Texas  Midland,  p.  0; 
Wlnston-Salem  Southbound,  p.  6;  lUnsas  City  Southern,  p.  56;  Texas,  New  Orleans, 
and  Mexico,  p.  8.  But  no  other  values  or  elements  of  value  were  found  for  the  Winston- 
fiaiem  Southbound,  1  Val.  Rep.  187,  206. 

*  Kansas  City  Southern,  1  Val.  Rep.  223,  202. 

*  1  VaL  R^.  1,  60;  compare  Notes  and  Comments,  p.  220: 

**  As  to  other  values  and  elements  of  value,  the  tentative  valuation  fails  to  oomply 
with  the  law.  ...  It  is  plain  that  the  law  requires  these  *'  intangibles'*  to  be  ascer- 
tained and  reported  ...  it  is  as  much  the  duty  of  the  Commission  to  investigate  and 
aseertain  the  facts  as  it  is  to  inventory  the  physical  property  in  detail  and  show  the 
several  eosts  thereof  as  required."   See  also  A..  B.  A  A.  Brief,  pp.  388-400 

*  1  Val.  Rep.  1,  60. 
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The  Texas  Midland  developed  no  evidence  on  these 
points,  but  to  support  the  general  contention,  distin- 
guished railroad  men  testified  at  length  for  the  A.,  B.  k 
A.  and  the  Kansas  City  Southern.^  The  object  was 
rather  the  establishment  of  the  existence  of  such  ele- 
ments of  value  than  their  appraisal  in  dollars.  The  task 
of  appraisal  was  left  to  the  Commission  as  a  part  of  the 
task  imposed  by  the  terms  of  the  Act.  "  There  ought  to 
be  some  way/'  said  Mr.  Lamb.*  And  Commissioner 
Daniels  has  accepted  the  reasoning  of  the  carriers,  as  is 
indicated  by  the  following  excerpt  from  his  dissent  in 
the  Kansas  City  Southern  case: 

I  am  not  satisfied  with  the  negative  finding  proposed  in  this  report 
to  the  effect  that  no  other  values  or  elements  of  value  are  found  to 
exist  to  which  a  definite  figure  can  be  attached  unless  this  finding  be 
understood  merely  in  the  sense  of  a  progress  report.  .  .  . 

I  do  not  concur  in  the  intimation  in  previous  valuation  reports 
that  the  carrier's  failure  to  show  us  the  method  to  employ  in  estimat- 
ing other  values  or  elements  of  value  or  the  carrier's  failure  to 
demonstrate  to  us  the  appropriate  figure  to  be  attached  .  .  .  con- 
stitutes the  fulfillment  of  our  affirmative  duty  in  the  premises.  .  .  . 
The  search  for  and  the  appraisal  and  reporting  of  these  items  for 
intangibles,  if  they  exist,  is  an  obligation  imposed  on  the  Conmiis- 


sion, 


"  s 


The  franchise,  as  such,  and  franchise  value  have  oc- 
cupied a  relatively  small  place  in  the  discussion  of  intan- 
gibles.   The  Alabama  Rate  cases  have  been  cited,*  and 

»  HearingB,  March,  1917,  pp.  18-47  (Mr.  E.  T.  Lamb,  President.  A.,  B.  A  A.);  PP. 
49-63  (Mr.  E.  M.  Durham,  Jr..  Valuation  Engineer,  A.,  B  Ai  A.);  pp.  307-^300.  326- 
874  (Mr.  J.  F.  Holden,  Vice  President.  Traffic,  Kansas  City  Southern);  pp.  367-305 
(Mr.  R.  J.  McCarty,  Vice  President,  Accounts,  Kansas  City  Southern);  pp.  566-680 
(Mr.  L.  F.  Lores,  Cliairman,  Kansas  City  Southern). 

Mr.  Butler  stated  (ibid.,  p.  873):  "  We  are  not  going  to  develop  any  theories  or  any 
opanions  as  to  what  figxire  the  Commission  should  set  down  separately  for  other 
values  and  elements  of  value."  Compare  Mr.  S.  W.  Moore  of  the  Kansas  C^ty  Southern 
to  the  same  eflfect,  pp.  339,  346. 

<  Ibid.,  p.  36;  and  see  the  excerpt  from  Mr.  Butler's  argument.  1  Val.  Rep.  1.  60. 

The  promise  contained  in  the  Carrier  Valuation  Brief  of  1915  has  not  been  fulfilled: 
*'  The  method  by  which  these  other  values  and  elements  of  value  should  be  measured 
will  be  submitted  to  the  Commission  at  some  later  time."    P.  532. 

»  1  VaL  Rep.  223.  272. 

«  196  Fed.  649, 800;  197  Fed.  954;  discussed  oriUoally,  Railit)ad  Valuation,  pp.  147. 
148;  cited.  Carrier  Valuation  Brief  of  1915,  p.  527;  Texas  Midland  Brief,  pp.  aO.  08. 
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the  fact  that  the  A.,  B.  &  A.  paid  a  franchise  tax  was  put 
in  evidence.^  And  that  is  all.  The  emphasis  has  ratlier 
been  upon  "  going  concern  value ''  in  terms  of  that 
''  strategic ''  value  which  seeks  to  establish  as  ''  ele- 
ments of  value/'  the  factors  which  make  for  larger  gross 
earnings,  or  lower  operating  costs,  and  which,  therefore, 
govern  net  earnings.' 

The  considerations  which^  it  is  alleged,  make  for  this 
"  intangible  value  "  are 

Density  of  population  and  traffic. 

Nature  and  permanence  of  population  and  traffic. 

Facilities  for  doing  business,  including  interchange 
facilities. 

Phjrsical  characteristics,  governing  operating  condi- 
tions. 
Even  for  the  Texas  Midland  it  was  urged  that  a  "  value" 
should  be  foimd  because  of  its  connections^  facilities, 
and  gradients.*  For  the  Atlanta,  Birmingham  and  At- 
lantic and  the  Kansas  City  Southern  similiar  claims 
were  substantiated  by  the  testimony  of  the  distinguished 
railroad  men  already  cited.  President  Lamb  indicated 
that  investors  would  be  influenced  by  the  fact  that  the 

190,  312,  419;  Hearinga,  March,  1917,  p.  22;  no  reference  to  this  evidence  appears  in 
Mr.  Brantlejr's  brief,  altho  it  is  referred  to  in  Protest,  A.,  B.  A  A.,  p.  8. 

^  The  Kansas  City  Southern  Protest  speaks  of  "  the  value  of  franchises  and  priv- 
ileges .  .  .  conclusively  estabHahed  against  the  carrier  in  the  states  of  Missouri,  Ar- 
kansas, and  Texas  by  the  assfiwing  and  taiing  boards  of  those  states."  P.  07. 

*  See  discussion.  Railroad  Valuation,  pp.  160-153;  also  Hearings,  October,  1918, 
p.  3,  argument  of  Mr.  S.  W.  Moore,  General  Solicitor  of  the  Kansas  City  Southern,  dting 
Northern  Pacific  v.  The  Stote,  147  Pacific  45,  in  which  the  Supreme  Court  of  Washing- 
ton upheld  a  valuation  based  upon  "  market  value  "  for  the  purposes  of  taxation; 
Hearings,  October,  1915,  p.  164,  argument  of  Mr.  Sanford  Robinson;  and  Tens  Mid- 
land Brief,  p.  880. 

In  the  Texas  Midland  Brief,  it  is  said: 

"  The  value  which  is  here  designated  as  franchise  value  is  in  reality  an  the  value  in  an 
assembled  and  established  plant,  doing  business  and  earning  monqr,  over  one  not  thus 
advanced,  and  not  the  value  of  the  bare  franchise  alone."   P.  418. 

*  Texas  Midland,  1  VaL  Rep.  1,  60;  TenUtive  Vahiation,  p.  15;  and  Hearings 
March,  1917,  pp.  866, 867,  a  letter  from  the  Chief  Engineer  of  the  Tteaa  Midland,  in 
which  the  assertions  are  made.  The  fact  that  TSxas  taxed  the  Midland  on  the  8544,000 
"intangible  value,"  disebsed  in  this  letter,  is  referred  to  in  Notes  and  Commsnti,  p.  ML 
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A.y  B.  &  A. ''  traverses  a  section  of  tte  countiy  rapidly 
increasing  in  population  and  wealth."  ^ 

More  than  this,  the  road  interchanged  traflSc  at 
twenty-eight  points;  it  possessed  the  lowest  grade  from 
Birmingham  to  the  seaboard,  and  had  been  increasing 
its  trainload ;  net  earnings  had  grown.'  The  Kansas  City 
Southern  officials  gave  parallel  testimony,  Mr.  Holden, 
a  traffic  official,  describing  in  detail  the  size  and  growth 
of  the  cities  served,  their  commercial  and  industrial 
importance,  the  interchange  facilities,  the  composition 
and  growth  of  the  traffic,  and  the  organization  and 
functioning  of  his  department.*  The  expressed  purpose 
was  "  to  prove  that  the  Kansas  City  Southern  possesses 
a  volimie  of  traffic  passing  over  its  rails  amounting  to 
.  .  .  4,000,000  tons  of  freight  per  annum,  to  show  how 
that  has  been  built  up,  and  to  show  what  the  prospects 
are  of  its  continuing  and  increasing  in  the  future."  * 
And  the  Elgin,  Joliet  and  Eastern  (the  Chicago  "  Outer 
Belt  ")  has  emphasized  particularly  "  the  density  of  the 
traffic  over  the  railroad  ...  by  reason  of  its  favorable 
location  and  connection  with  other  railroads  and 
industrial  plants,  etc.,  etc' 

The  Texas  Midland,  Winston-Salem  and  Kansas 
City  Southern  cases  testify  to  the  truth  of  the  assertions 
made  by  the  carriers:  traffic  connections  are  listed;  the 
density  of  traffic  is  summarized;  the  character  of  the 
adjacent  country  is  described,  and  its  products  classi- 
fied;   the  maximmn  grade  and  curvature  is  stated.' 

>  Hearings,  Mareh,  1917,  p.  45.  The  growth  of  the  tributary  territory  is  whibHed 
at  length,  pp.  20. 21,  and  the  increase  in  traffic  density,  p.  22. 

s  Testimony  of  Mr.  Lamb,  Hearings,  March,  1917,  pp.  19-23;  summarised  A.,  B.  4 
A.  Brief,  pp.  41(M16;  also  p.  402. 

•  Hearings,  March,  1917.  pp.  307-374,  including  elaborate  tables  and  diagrams  by 
way  of  illustration,  pp.  831-337;  summarised,  Protest,  Kansas  City  Southern,  pp.  58- 
68. 

«  SUtement  of  Mr.  8.  W.  Moore,  Hearings,  March,  1917,  p.  339. 

•  Pftytest,  E..  J.  4  B.,  pp.  44,  45. 

•  1  VaL  Rep.  1.  72,  81;  187,  202,  208;  223,  275,  328-328. 
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The  A.y  B.  &  A.  Protest  insists  that  the  denial  of  the 
existence  of  ''  other  values/'  and  a  report,  in  the  same 
document  (the  Tentative  Valuation),  of  interchange 
facilities,  terminals,  developing  traffic  and  favorable 
grades  constitute  a  contradiction.^  The  criticism  is  at 
least  pertinent.  What  is  the  fimction  of  data  reflecting 
the  forces  which  make  for  earnings  if  no  '*  values  "  are 
assigned  ?  The  difficulty  is,  of  course,  the  inherent  one: 
to  appraise  these  "  elements  of  value  "  in  terms  of  dol- 
lars necessarily  involves  a  consideration  of  earnings, 
when  those  earnings  are  themselves  imder  considera- 
tion. '^  Unless  the  so-called  '  Other  Values  and  Ele- 
ments of  Value '  do  produce  a  favorable  effect  on  the 
net  earnings,  they  are  of  no  value."  * 

But  if  earnings  be  rejected,  what  of  costs?  The 
measurement  of  intangible  "  value,"  or  "  going  value  " 
by  an  accumulation  of  preliminary  deficits  below  a  fair 
return  has  been  suggested  to  the  Commission,  which 
has,  however,  postponed  discussion:  "  These  deficits 
are  not  elements  of  value,  but  they  are  pertinent  facts 
to  be  given  consideration  in  a  proper  proceeding." » 

>  p.  9.    The  same  elaim  is  found  in  the  Winston-Selem  Southbound  Protest,  p.  A. 

*  To  this  statement,  irat  in  the  interrogatiTe  by  Mr.  Farrell,  Mr.  Loree  answered: 
**  I  should  say  not  as  affeetinc  the  market  value  of  your  securities,  na"  Hearincs, 
March,  1917,  p.  &80.  See  the  discussion  in  detail  ooverinc  the  essential  ciuestion  of 
ptinciple.  Railroad  Valuation,  pp.  160-153;  and  the  analysis  by  Mr.  Brantl^,  A.,  B.  A 
A.  Brief,  p.  402. 

In  the  Texas  Sfidland  Brief  it  is  said: 

'*  There  are,  of  eourse,  a  great  many  operating  plants  whose  total  value  ezoeeds  their 
physical  value  by  only  a  nominal  amount.  The  other  values  and  elements  of  value  may 
be  nominal  in  the  case  of  an  operating  plant  whose  past  performance  and  present  and 
future  prospects  do  not  hold  out  the  hope  of  success.'*    P.  364. 

*  Texas  Bfidland,  1  VaL  Rep.  1,  71.  Compare  Winston-Salem  Southbound.  Hind., 
p.  198: 

"  Whether  in  fixing  a  value  for  purposes  under  the  act  to  regulate  commerce,  we 
should  increase  the  eott  of  reproduction  by  the  amount  of  deficit  which  the  carrier  may 
have  incurred  during  the  early  years  of  the  enterprise,  will  be  a  proper  considera- 
tion when  we  come  to  state  a  single  sum  as  vahie  of  the  oommon-cariier  pwipeitjr  for 
such  purposes.  Tliat  question  we  leave  intact.  As  stated,  in  the  final  valuation  herein 
made  we  have  the  basic  facts.  The  record  herein  shows  no  other  values  or  elements  of 
value."  The  Tteas  Midland  Brief,  p.  463,  recognises  "the  logical  dilBculty  in  translai- 
ing  losses,  actual  and  realised,  or  estimated  and  probable,  direetly  into  terms  of  value.. 
It  is  not  true  that  the  greater  suoh  lossss  the  greater  is  the  value." 
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This  condosion  (the  steps  by  whidi  it  was  reached  aie 
not  gnren)  is  in  accwdance  witii  sound  leascnung.  The 
Wisconsin  deficit  thec»7  ^  is  not  valid  since  it  purpwts 
to  measure  investmait,  not  in  terms  erf  saving,  of  effort, 
(rf  sacrifice,  but  by  results.*  But  this  is  not  the  whole 
story.  For  the  early  ''  starving  time  "  normally  coin- 
cides with  the  period  in  which  effort  is  expended  (and 
funds  are  diverted)  to  the  building  up  of  permanent 
organization  and  external  relations.'  It  is  even  con- 
ceivable that  a  part  of  the  original  bookkeeping  deficit 
may  be  due  to  those  extraordinary  maintenance  charges 
representing  net  additions  to  plant  investment  —  ap- 
preciation.^ These  costs  are  not,  however,  limited  to 
the  carrier  which  shows  an  acciunulation  of  operating 
deficits,  or  deficits  below  a  "  fair  return."  The  costs  of 
building  up  an  organization  and  of  establishing  relation- 
ships —  which  are  the  important  elements  in  long-run 
cost  of  producing  service  —  have  been  incurred  equally 
by  the  road  which  has  been  operated  profitably  from  the 
first.  In  Mr.  Prouty's  words,  '*  Going  concern  .  .  . 
costs  something  in  the  case  of  every  railroad."  •  But  no 
usable  method  of  appraisal  has  yet  been  suggested. 
The  conjectural  nature  of  the  "  valuation  "  of  tangible 
assets  has  already  been  indicated.  For  an  apprai^  of 
"going  value"  this  imcertainty  is  multiplied  manifold.* 
To  be  sure,  the  carriers  have  proposed  a  rule.  Let 
"  total  value  "  be  determined,  and  let  the  amoimt  of  the 

1  Which  it  would  seem  wm  in  part  responsible  for  the  presenoe  tif  the  **  other  tbIims 
and  elements  of  value  "  in  the  Act  See  Senate  Report  1290,  82d  Coogreas,  8d  flwiop, 
pp.  04-00,  225-228,  the  testimony  of  J.  R.  Commons  and  B.  H.  Meyer. 

a  Railroad  Valuation,  pp.  166, 167.  The  Wisconsin  Comnuasion  is  dted  at  length. 
Tens  Midland  Brief,  pp.  421-438. 

a  Railroad  Valuation,  pp.  186. 187. 

a  ThisarpimentispresentedintheA.,B.AA.Brief,p.823andfo]lowlBC.  Atp.SM 
Blr.  Brantley  said:  "  The  matter  of  appreciation,  or  cost  of  derelopment,  aatraaUy 
divides  itself  into  two  classes,  the  cost  of  devebping  the  phsrsieal  property,  and  the  oost 
of  derdopiiig  the  business." 

*  Hearings,  December,  1017,  p.  162,  an  analjrsis  of  the  fundamental  eeonomie  prob- 
lem.   See  Railroad  Valuation,  p.  187. 

•  Ibid.,  pp.  185-187. 
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"  physical  value  "  (whatever  that  may  mean)  be  sub- 
tracted m  order  to  fix  upon  the  other  values  and  ele- 
ments of  value.  But  this  is  to  make  the  intan^bles  a 
result,  and  not  a  cause,  of  "  value."  ^ 

VII.  Final  Value 

The  discussion  turns  then  to  the  determination  of 
"  value."  What  principles  govern  value  determina- 
tion ?  A  general  formula  is  offered  by  the  carrier  inter- 
ests: ''  Value  in  rate  confiscation  cases  is  the  same  as  in 
condemnation  cases/'  ^  and  in  support  of  this  contention 
a  quantity  of  muddy  paragraphs  from  court  opinions  is 
quoted.'  But  in  none  of  these  opinions  has  the  con- 
demnation-regulation analogy  been  critically  analyzed; 
and,  indeed,  had  such  critical  analysis  been  made,  before 
the  force  of  precedent  rendered  suflBcient  mere  citation 
of  the  "  rule,"  its  logical  insuflBciency  must  have  been 
readily  apparent.  Whatever  the  history  of  the  doctrine 
which  would  identify  regulation  as  pro  tanto  condemna- 
tion, the  fact  is  that  regulation  is  not  pro  tanto  con- 
demnation, and  that  to  consider  it  as  such,  and  not  to 
measure  ''  value  "  independently  of  earnings,  is  to  estop 
regulation.*  The  analogy  is  premised  upon  the  assmnp- 
tion  that  lower  rates  will  reduce  earnings,  and  to  that 
extent,  the  value  of  the  property,^  the  difference  between 
the  old  net  earnings  capitalized,  and  the  new  net  earn- 

1  KatnaBM  City  Southern.  1  Val.  Rep.  223.  270. 

>  Notes  and  Comments,  p.  37;  compare  Texas  Midland  Brief,  pp.  19,  81. 91;  Texas 
Midland  Reply  Brief,  p.  20;  Hearings.  May,  1915.  p.  152.  Mr.  Sanford  Robinson,  dting 
Ames  V.  Union  Pacific,  64  Fdd.  105;  ibid..  January,  1917,  p.  308. 

>  Texas  Midland  Brief,  pp.  81-08. 

«  Railroad  Valuation,  pp.  9-11.  15.  145.  146. 

•  **  How  else  justify  the  analogy  at  all  7  But  to  test  rates  by  the  value  of  the  prop- 
erty before  the  act  of  regulation  is  made  effective  means  the  abandonment  of  regulation. 
And  to  test  them  by  the  value  of  the  property,  once  the  new  schedules  are  in  effect, 
I  the  approval  of  any  schedule  that  may  be  established.  The  vicious  circle  is 
Dt."    IWd..  p.  11. 
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ings  capitalized  representing  the ''  value  "  taken.  From 
the  nature  of  the  case,  no  compensation  is  paid  for  this 
"  value  "  taken  or  destroyed.  The  purpose  for  which 
*'  value  "  is  determined  in  a  condemnation  proceedings, 
and  that  for  which  it  is  determined  in  a  regulation  con- 
troversy is  therefore  quite  diflferent.  In  the  rate  case 
value  is  proposed  as  a  measure  of  existing  earnings,  not, 
of  earnings  destroyed;  in  condemnation,  value  is  a 
measure  of  that  which  is  taken,  of  the  consideration  to 
be  paid  for  the  destruction  of  all  earnings.  The  assumed 
analogy  is  not  valid.^ 

But  the  tactics  of  the  carriers  have  been  to  ignore  such 
logical  analysis  and  to  insist  upon  "  what  the  cases  say 
as  to  the  nature  and  attributes  of  value."  *  In  familiar 
terms,  "  value  is  power  in  exchange  .  .  .  the  amount 
in  dollars  which  a  purchaser  not  under  compulsion  to 
buy  will  part  with  to  obtain  the  item  of  property,  and 
which  the  seller  not  imder  compulsion  will  accept  for 
it."  The  carrier  contentions  on  depreciation,  deferred 
maintenance,  appreciation,  strategic  value,  and  going 
value  are  readily  explained  in  the  light  of  this  definition. 
Because  a  railroad  worn  to  a  state  of  normal  deprecia- 
tion will  earn  (gross)  at  least  as  much  as  a  new  road 
(other  things  being  equal)  it  is  "  worth  "  as  much.  Be- 
cause the  roadbed  of  such  a  railroad  will  cost  less  for 
maintenance,  it  is  "  worth  "  more  than  a  new  roadbed. 
And  a  purchaser,  influenced  by  conditions  governing 

1  The  |>arallel  in  Unguace  used  in  condemnation  oases  and  in  reguIatioQ  mam  ha* 
been  due  to  the  general  inadequacy  of  the  analysis,  and  to  the  uncertainty  of  tlie  oob- 
oept.  In  the  Texas  Midland  Brief,  after  reviewing  the  series  of  Supreme  Court  opinions 
beginning  with  Reagan  v.  Farmers'  Loan  A  Trust  Co.,  it  is  said: 

*'  The  foregoing  oases  remove  all  question  of  doubt  as  to  the  legal  meaning  of  *  fair 
value  *  as  that  term  is  used  in  the  case  of  Smyth  v.  Ames.  It  is  *  just  oompemntioa ' 
guaranteed  by  the  constitution,  the  value  of  property  taken  in  condemnation  oases,  and 
that  value  on  which  fair  return  must  be  allowed  in  rate  cases.  Every  prescribing  of 
rates  is  a  taking  of  property,  and  under  the  constitution  there  must  be  iust  oooipen* 
sation."  P.  91.  See  discussion  of  Knozville  Water  Co.  v.  Knozville,  189  U.  8.  484. 
Railroad  Valuation,  pp.  14,  15. 

*  Texas  Midland  Brief,  p.  73. 


Digitized  byVjOOQlC 


RAILROAD  VALUATION  270 

traffic  density  and  operating  costs,  will  pay  more  for  the 
established  property  in  a  developing  community.  Net 
earnings  are,  therefore,  the  important  element.  The 
"  phjrsical  value  "  is  only  important  since  by  its  deduc- 
tion from  total  value  —  however  that  value  may  be 
determined  —  the  intangible  value  or  '^  going  value '' 
is  determined.^   So  runs  the  carrier  argument. 

The  decisions  relied  upon  as  precedents  upholding 
this  contention  are  tax  and  condemnation  opinions,  the 
leading  tax  cases  being  the  Express  Company  cases 
and  C,  C,  C.  &  St.  L.  v.  Backus;  the  leading  condem- 
nation case  being  Monongahela  Navigation  Company 
V.  United  States.    In  the  latter  case,  the  Court  said: 

The  value  of  property,  generally  speaking,  is  determined  by  its 
productiveness  —  the  profits  which  its  use  brings  to  the  owner.  .  .  . 
The  commerce  on  the  Monongahela  River,  as  appears  from  the 
testimony  is  great.  ...  A  precisely  similar  property,  in  a  stream 
where  commerce  is  light  would  naturally  be  of  less  value,  for  the 
demand  for  the  use  would  be  less.  The  value,  therefore,  is  not  deter- 
mined by  the  mere  cost  of  construction,  but  more  by  what  the  com- 
pleted structure  brings  in  the  way  of  earnings  to  its  owner.' 

And  there  is  the  "  very  apt  illustration  "  in  the  Backus 
case:* 

Suppose  there  to  be  two  bridges  over  the  Ohio,  the  cost  of  the 
construction  of  each  being  the  same,  one  between  Cincinnati  and 

>  After  devoting  over  a  hundred  pages  to  an  exhibition  of  preoedents,  the  Tteaa 
Midland  Brief  falls  back  upon  this  subtraction  program: 

*'  The  value  of  the  property  is  to  be  determined  as  a  whole  (value  is  single  in  faet  and 
substanoe  tho  capable  of  analysis  in  thought  and  discussion)  and  the  other  values  and 
dements  of  vahie  may  be  found  by  subtracting  the  amount  attributaUe  to  the  physioal 
elements,  the  so-called  '  physical  value '  from  the  value  of  the  whole.*'    P.  475. 

The  same  **  rule  "  is  stated  by  Mr.  BuUer,  Hearings,  December,  1917.  p.  49;  com- 
pare Re  Marin  Municipal  Water  District,  P.  U.  R.  1915-c,  433  (Cal.),  a  condemnation 
case  quoted  at  p.  375,  and  Appleton  Water  Works  Co.  v.  R.  R.  Commission  of  Wiseon- 
sin,  154  Wis.  121,  a  condemnation  case,  quoted,  pp.  434-436. 

The  KaiMas  City  Southern  Reply  Brief,  p.  10.  cites  a  series  of  cases  (L.  4  N.  Ry.  Co. 
V.  Greene,  244  U.  8.  522;  Greene  v.  L.  A  I.  Ry.  Co.,  p.  499;  Illinois  Central  v.  Greene, 
p.  555)  involving  a  Kentucky  statute  which  determined  "  value  **  by  the  capitalisation 
of  earnings,  the  assessed  value  of  the  tangible  property  being  deducted  to  determine  the 
vahie  of  the  intangible  property. 

*  148  U.  a  312.  quoted  at  length.  Kansas  aty  Southern  Brief,  pp.  110-112. 

<  n>id..  p  61. 
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Newport,  and  another  twenty  miles  below,  and  where  there  is 
nothing  but  a  small  village  on  either  shore.  The  value  of  the  one 
will,  manifestly,  be  greater  than  that  of  the  other,  and  that  excess  of 
value  will  spring  solely  from  the  larger  use  of  the  one  than  of  the 
other.* 

Railroad  valuation  based  upon  earnings  represents 
then  merely  the  application  of  ''  the  methods  and  proc- 
esses ordinarily  employed  in  every-day  affairs  in  arriv- 
ing at  the  value  of  any  industry  or  any  conunercial 
enterprise."  *  The  claim  had  been  asserted  in  general 
terms  by  Mr.  Brantley,  but  not  emphasized.  Its  elab- 
oration was  the  task  of  the  Kansas  City  Southern 
counsel.  Did  not  Justice  Harlan  in  Smyth  v.  Ames  in- 
clude "  probable  earning  capacity  .  .  .  and  operating 
expenses  "  in  the  items  "  to  be  given  such  weight  as  may 
be  just  and  right  in  each  case  ?  "  ^  This  was  "  precisely 
the  rule  "  for  which  Mr.  Moore  of  the  Kansas  City 
Southern  contended.* 

»  164  U.  8.  439. 

In  the  Espreas  easee  the  Court  defined  vmlue  in  terma  of  the  power  to  produce  in- 
come, or  for  the  purpoeee  of  sale.     166  U.  8.  185. 

*  Kansas  City  Southern  Brief,  p.  107.     The  Brief  further  declares: 

"  The  principles  which  determine  the  valuation  of  the  business  of  the  comer  grooery 
■tore  .  .  .  are  the  same  as  those  which  determine  the  valuation  of  railway  fwoperties. 
The  ultimate  question  is  what  the  property  may  reasonably  be  expected  to  produce  in 
the  way  of  profits.  .  .  .  The  experts  in  this  case  have  done  nothing  more  than  to  apply 
these  plain  simple  rules  to  the  determination  of  the  value  of  the  properties  of  the  carrier.'* 

*  See  A..  B.  k.  A.  Brief,  pp.  22,  26.  The  Texas  Midland  Brief,  altho  quoting  the  rule 
in  Smyth  v.  Ames,  nowhere  specifically  asks  for  a  value  determined  by  any  "  fixed  rule." 
See  the  typical  discussion,  pp.  451-468,  and  ebpedally  pp.  457  and  467.  In  the  A.,  B.  4c 
A.  Brief,  Mr.  Brantley  says: 

"  It  is  obvious  that  where  the  amount  of  earnings  is  the  thing  in  dispute,  fmraings 
cannot  be  capitalised  and  made  the  sole  measure  of  value.  Notwithstanding  the  diffi- 
culty of  the  problem,  however,  the  courts  have  never  departed  from  the  principle  that 
value  must  be  determined,  nor  have  they  departed  from  or  abandoned  any  of  the  funda- 
mental principles  for  determining  values  ...  in  Smyth  v.  Amea  ...  far  from  departing 
from  the  principle  of  market  value,  the  court  distinctly  reaffirmed  that  principle  .  .  . 
earnings  must  be  considered.  .  .  .  The  Supreme  Court  in  the  Missouri  Rate  cases, 
230  U.  8.  74,  specifically  stated  that  earnings  could  be  properly  considered  in  rcftohing 
a  conclusion.  .  .  .  The  difficulty  encountered  by  the  Supreme  Court  was  the  extent 
to  which  they  could  consider  income  and  market  value."    Vp.  26,  27. 

«  Hearings,  October,  1918,  p.  33;  compare  discussion  by  Mr.  Moore,  ibid.,  p.  7. 
Mr.  Farrell,  ibid.,  p.  18,  stated  Uiat  he  had  come  to  a  conclusion  which  in  subatanoe  coc^ 
responds  with  that  ezpreased  in  Railroad  Valuation,  p.  18: 

"  I  have  come  to  the  conclusion  that  what  Mr.  Justice  Harlan  had  in  mind  wban  he 
wrote  that  opinion  was  this,  that  after  having  fixed  the  value  in  a  rate  case  the  tribnaal. 
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The  course  of  the  argument  is  m  the  following  terms. 
The  carrier's  net  earnings  for  the  year  ending  Jime  30, 
1914,  capitalized  at  6  per  cent  amoimted  to  $58,587,- 
933.^  Now,  if  it  were  known  with  "  absolute  certainty  " 
that  these  earnings  would  continue  constant,  ''  then 
it  could  be  said  without  fear  of  contradiction  that  the 
properties  of  the  carrier,  upon  a  6  per  cent  basis  were 
worth  that  capitalized  amount."  *  But  there  is  no  such 
assurance  of  constancy,  and  the  continuance  of  the  1914 
earnings,  and  their  probable  future  increase  or  decrease 
must  be  considered  in  order  to  arrive  at "  an  intelligent 
determination  of  value."  ^  So,  if  future  earnings  are  to 
decrease,  is  it  not  "  absolutely  definite  and  certain  " 
that  the  enterprise  will  be  worth  "  materially  and  sub- 
stantially less  than  the  amount  of  its  capitalized  net 
earnings  at  the  time  assumed  ?  "  *  And  is  not  the  cjon- 
verse  true  ?  Two  expert  calculations,  based  upon 
prophecy  of  the  future  increased  earnings,  showed  pres- 

f  or  th«  purpose  of  determinizis  whether  its  rates  are  reasonable,  must  obeerve  how  much 
gross  the  carrier  will  earn  upon  that  value  with  particular  rates  prescribed,  take  out  of 
that  the  sum  required  to  meet  operating  ezi>enses,  in  order  that  it  may  also  observe  how 
much  then  will  be  left,  and  how  much  per  cent  that  will  be  upon  the  value  of  the  prc^ 
erty." 

The  Express  Company  cases  (Adams  Express  Co.  v.  Ohio  State  Auditor)  rose  out 
of  a  tax  law  providing  that  the  entire  value  of  the  express  companies,  both  tangible  and 
intangible,  should  be  ascertained,  and  that  there  should  be  assessed  in  Ohio  the  propor- 
tion of  this  entire  value  ascertained  upon  a  mileage  proportion  —  an  assessment  greater 
than  the  "  physical  values  "  within  the  state.     166  U.  8.  185. 

Mr.  S.  W.  Moore,  the  carrier's  solicitor,  speaking  at  the  October,  1918,  Hearings, 
quoted  the  Express  Company  cases  at  length  concluding  with  the  paragraph: 

"  The  value  which  property  bears  in  the  market,  the  amount  for  which  its  stock  can 
be  bought  and  sold,  is  the  real  value.  Business  men  do  not  pay  cash  for  property  in 
moonshine  or  dreamland.  They  buy  and  pay  for  that  which  is  of  value  in  its  power  to 
produce  income  or  for  purposes  of  sale.*'    Vp.  4,  5. 

1  Kansas  City  Southern  Brief,  p.  98. 

>  Ibid.     The  Brief  continues: 

'*  They  would  be  worth  that  to  an  investor  for  purposes  of  income  and  for  purposes 
of  sale.  They  would  also  be  worth  that  in  the  markets  of  the  world.  They  would  be 
equivalent  to  a  bond  in  that  sum  running  indefinitely  in  the  future  bearing  6  per  cent 
interest  from  date." 

•  nud.,  p.  99. 

*  Ibid.,  pp.  1Q2, 103.  The  figures  presented  (including  both  those  which  assomed  a 
Artore  deeline  in  earnings,  as  well  as  those  assuming  a  future  increase)  were  based  upon 

I  seeking  to  apply  the  following  rule: 

TBlne  of  a  thing  is  measured  by  the  sum  of  the  amounts  ezpeoted  to  be  re- 
Bit,  discounted  to  the  time  of  expected  reoeipt."   P.  80. 
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ent  value  figures  of  $82,593,184  and  $74,274,453,  the 
difference  being  due  to  the  difference  in  the  rate  of  in- 
crease assumed.^  Moreover,  the  average  market  value 
of  the  outstanding  seciuities  during  the  five  years  pre- 
ceding valuation  date  (a  period  during  which  the  wit- 
nesses asserted  the  prices  of  securities  had  been  "  unduly 
depressed  ")  amounted  to  $62,173,595,  "  the  one  in- 
ference to  be  drawn  being  that  the  true  value  of  the 
properties  was  in  excess  of  that  sum,"  *  altho  value  is 
elsewhere  defined  in  terms  of  the  market. 

In  answer  to  the  assertion  that  "  if  the  value  depends 
upon  the  earnings,  in  turn  the  earnings  depend  upon  the 
value,  and  so  you  are  going  aroimd  in  a  circle,"  *  it  was 
lurged  that  a  presumption  of  reasonableness  attaching 
to  the  existing  rates  avoided  this  difficulty/  It  was  even 
"  confidently  "  asserted  that  the  law  which  required  the 
Commission  to  establish  and  maintain  reasonable  rates 
"  effectively  "  prevented  the  reduction  of  the  existing 
schedules.  *   ' '  Any  reasonably  informed  and  experienced 

1  The  Brief  Mys: 

"  The  weight  to  be  attached  to  the  foregoing  oomputatioDa  made  with  respect  to  the 
projeotiona  of  future  net  earnings  as  estimated  by  Mr.  Wymond  and  Mr.  Kjnnear, 
obviously  depends  upon  the  accuracy  of  their  estimates,  and  this  in  turn,  inTolTes  a 
matter  of  judgment  upon  which  they  have  given  their  expert  opinion.  Is  this  not,  after 
all,  merely  the  application  to  the  valuation  of  railway  properties  of  the  methods  and 
processes  ordinarily  employed  in  everyday  affairs  in  arriving  at  the  value  of  any  industry 
or  any  commercial  enterprise  ?  *'   Pp.  107.  lOS. 

*  Ibid.,  pp.  123, 124;  the  Texas  Midland  Brief,  p.  11,  rejects  the  market  value  of 
securities  on  the  ground  of  fluctuation. 

>  Hearings.  October,  1918,  p.  9.  See  the  argument,  based  upon  the  vidoua  diole. 
Reply  Brief  of  Messrs.  Benton  and  Farrell,  pp.  88-97,  an  adequate  answer  to  the  earner 
contention. 

*  Kansas  City  Southern  Brief,  p.  88.  The  Texas  Midland  Brief,  without  developing 
an  argument  based  upon  the  premises,  states  (p.  457):  "  Legally  established  schedules 
of  rates  are  prima  fade  reasonable.  One  who  asserts  the  contrary  has  the  burden  of 
proof.'*  The  Kansas  City  Southern  Brief,  says  (p.  89):  "  Here  we  are  not  only  aided  by 
the  presumption  arising  from  the  fact  that  near^  all  of  the  rates  in  question  were  fixed 
or  approved  by  an  administrative  body  charged  with  the  duty  of  making  rates,  but  thet« 
was  introduced  at  the  hearing  aflkmative  testimony  in  support  of  their  reasonableness 
Are  we  not  warranted,  therefore,  in  asserting  that  their  reasonableness  has  been  estab- 
lished in  this  case,  particularly  in  the  absence  of  any  countervailing  testimony  offered 
by  our  adversaries  ?  '* 

In  his  dissent  Commissioner  Daniels  denies  that  any  binding  presumption  of  reason* 
ableness  attaehes  to  existing  rates.  The  point  is  not  discussed  in  the  nu^oritj  opinion. 
Kansas  aty  Southern,  1  VaL  Bep.  223,  271.  •  Ibid.,  p.  90. 
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business  man  ready,  able,  and  willing  to  invest  his 
money  in  the  property  would  so  conclude."  *  —  And 
why  ?  Because  the  general  rate  structure  into  which 
the  Kansas  City  Southern  schedules  were  adjusted, 
could  not,  it  was  assumed,  "  be  further  reduced  without 
injiuiously  affecting  some  members  of  the  group  com- 
posed of  the  carrier  and  its  four  competitors,  and  thus 
becoming  unreasonable  as  to  them."  *  The  value  of  the 
Kansas  City  Southern  is  to  be  determined  by  the  cap- 
italization of  earnings  because  competitors  less  advan- 
tageously circumstanced  could  not,  under  lower  rates, 
earn  a  reasonable  return.*  But  how  is  the  "  reasonable 
return  "  of  the  competitors  to  be  measured  ?  No  clear 
statement  appears.  But  a  "value"  representing  a 
capitalization  of  earnings  is  proposed:  ''  at  the  valua- 
tion shown  by  the  capitalization  of  net  earnings  for  that 
period,  the  rates  were  barely  compensatory,  and  sub- 
stantially less  than  reasonable  rates."  *    Accordingly 

1  1  Val.  Rep.  M. 

*  KauM  City  Southern  Brief,  p.  91;  aa  argument  along  these  lines  is  hinted,  but 
not  developed.  A..  B.  A  A.  Brief,  p.  29.  This  argument  also  Commissioner  Daniels 
diseosses.  Kansas  Olty  Southern,  1  Val.  Rep.  223.  271. 272. 

*  The  authority  for  this  "  principle  "  is  Judge  Trieber.  who  in  the  Arkansas  Rate 
easea,  187  Fed.  290,  stated  "  in  clear  and  oondse  language  *'  what  the  attorneys  for 
Kansas  City  Southern  conceived  to  be  '*  the  common  and  accepted  judgment  of  business 
men  upon  the  subject*'   Brief,  pp.  70-73.    At  p.  117  the  Brief  further  says: 

*'  The  carrier  is  justly  entitled  to  its  advantages  arising  from  its  large  volume  of 
business  and  its  low  operating  cost.  Provided  only  that  its  rates  for  each  individual 
service  are  reasonable  in  themselves,  its  profits  which  arise  from  the  greater  volimie  of 
its  traffic  are  legitimate  profits  and  should  be  taken  into  consideration  in  the  deter- 
mination of  value.'*  In  support,  Cotting  ▼.  Goddard,  183  U.  S.  79,  a  stockyards  case 
isoted. 

«  Kansas  City  Southern  Brief,  92: 

"  The  scale  of  rates  in  effect  on  valuation  date  jrielded  the  Cotton  Belt  a  6  per  eent 
return  on  but  $22,667  per  mile,  and  the  Missouri.  Kansas  &  Texas  upon  $31,476  per 
mile.  If  the  values  of  those  two  railroads  on  valuation  date  are  fairly  represented  by 
those  amounts  respectively,  then,  as  to  them,  the  rates  were  barely  compensatory, 
which  is  subetantially  less  than  rates  which  are  reasonable." 

The  four  competitors  are  the  St.  Louis,  Iron  Mountain  A  Southern,  the  St.  Louis  ft 
San  Frandsco.  the  St.  Louis  Southwestern  (Cotton  Belt)  and  the  Missouri,  Kansas,  ft 
Texas. 

It  was  asserted,  building  upon  Mr.  Prouty*s  language  in  the  Eastern  Advance  case, 
that  the  return  to  the  railroad  presented  a  different  problem  from  the  return  to  a  loeal 
public  utility,  a  gas  or  water  plant,  since  a  **  differential "  appeared  in  competitive  opectr 
tioos  which  could  not  appear  in  the  earnings  of  a  monopolistic  local  utility.  See  the 
discussion,  Texas  Bfidland  Brief,  p.  468;  and  Kansas  City  Southern  Brief,  pp.  44-49. 
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it  is  suggested  that  the  rates  should  be  increased,  altho 
for  the  pmpose  of  the  argument  it  is  sufficient  to  prove 
that  the  existing  scale  cannot  be  further  reduced  —  a 
fact ''  abundantly  established ''  by  the ''  foregoing  com- 
putations." ^ 

The  problem  presented  in  these  terms  and  the  essen- 
tials of  the  argument  are  not  new.*  The  difficulty  arises 
from  the  failure  to  recognize  that  there  is  no  single  rate 
of  return  which  can  be  labeled  as  ''  reasonable ''  and 
applied  to  all  carriers  alike.'  The  same  premise  is 
fundamental  in  the  argument  which  asserts  that  the 
railroad  surplus  presumably  represents  the  results  of 
exploitation.^    But  the  premise  is  fallacious: 

Existing  railroads  do  not  represent  the  same  exercise  of  judgment 
in  original  planning,  the  same  efficiency  in  creating  and  maintaining 

1  Kanaas  City  Southern  Brief,  p.  93.    Mr.  Untermeyer  has  said: 

"  If  you  should  reduce  our  rates,  all  the  rates  in  that  territory,  so  that  we  could  let 
6  per  cent  and  our  competitors  get  nothing,  we  could  not  claim  that  the  rate  was  oon- 
fiaoatory,  but  you  ooxild  not  reduce  the  rate  as  to  us  without  reducing  it  as  to  them,  and 
they  could  claim  it  is  confiscatory."    Hearings.  October,  1018,  p.  85. 

But  if  the  value  is  dependent  upon  earnings,  it  would  seem  that  the  road  with  no  net 
fmmings  would  have  no  value,  upon  the  same  basis  that  the  value  of  the  Kansas  City 
Southern  would  be  shrunk.  The  argument  is  ingenious  and  plausible,  but  it  does  not 
avoid  the  vicious  circle  which  would  measure  value  by  the  capitalisation  of  •^wingp 
which  themselves  are  to  be  measured  in  terms  of  that  value. 

>  See  Railroad  Valuation,  pp.  150-153,  202-205,  and  the  references  there  dted. 
eqMoially  S.  O.  Dunn,  American  Transportation  Question,  p.  93  and  following. 

*  Ibid.  The  omission  of  analjmis  is  not  limited  to  the  carrier  interests  alone,  as  is 
indicated  by  the  following  statement  of  Mr.  FarreU: 

'*  It  might  be  true  that  if  you  had  determined  the  amoimt  of  money  upon  which  a 
particular  railroad  had  a  right  to  a  fair  return,  you  would  find  that  the  con^MUiy  was  in 
fact  obtaining  a  net  return  which  was  more  than  a  fair  return  upon  that  amount  of 
money;  and  it  might  further  be  true  that  in  view  of  some  of  the  conditions  wfaidi 
existed  in  the  same  general  territory  you  would  think  best  to  allow  that  carrier  to  con- 
tinue to  earn  more  than  a  fair  return.  But  that  would  be  the  good  luck  of  that  carrier, 
and  not  its  constitutional  or  other  legal  right.  That  is  the  point  I  make.  When  people 
daim  that  they  have  a  constitutional  right  to  more  than  a  fair  return  because  of  the  con- 
dition of  some  other  carrier,  then  I  say  that  no  such  right  exists."  Hearings,  December, 
1917,  p.  127. 

The  idea  of  the  fair  return  as  a  single  rate  is  inherent  also  in  the  basis  of  the  following 
statement  of  Mr.  FarreU: 

*'  If  they  did  use  poor  judgment  in  locating  a  railroad  the  cost  might  be  $1,000.00(^ 
but  they  might  not  be  able  to  earn,  as  a  matter  of  fact,  might  not  have  a  right  to  earn  on 
more  than  $500,000,  simply  because  they  could  not  do  so  without  exacting  unrwasonabto 
rates.*'    Hearings,  March,  1917,  p.  427. 

Compare  Mr.  Samuel  Untermeyer's  discussion,  ibid.,  October,  1918,  p.  34 

«  RiJhroad  Valuation,  pp.  171-173.  See  also  the  discussion  of  *'  unprodiiotiv«  im- 
provements," pp.  19^108,  and  Texas  Midland  Brief,  pp.  812, 318. 
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an  organiiation,  in  eBtaUishing  relations  with  ahippera  and  pa»- 
sengeiB,  in  solving  operating  problems.  Clearly  focused  are  seen  the 
forces  ^ddch  make  for  the  differential  element  in  business  profits. 
The  mode  in  which  this  differential  accrues  to  the  better  located, 
better  managed  roads  can  be  readily  indicated.  Location  is  impor- 
tant from  two  points  of  view:  from  that  of  ability  to  secure  large 
gross  eaminge,  and  from  that  of  economical  transportation  of  the 
traffic  secured.  The  latter  refers  simply  to  the  physical  character- 
istics: to  strategic  location  in  a  river  gorge,  to  the  possession  of  a 
water  level  route  —  which  mean  a  lower  ruling  grade,  less  curvature, 
and  therefore,  other  things  being  equal,  a  larger  margin  between 
operating  expenses  and  revenue  than  would  be  possible  were  the 
road  operated  through  the  hills  or  mountains.  It  is  the  old  question 
of  the  New  York  C^tral  and  the  Pennsylvania,  the  one  operating 
throu^  river  valleys  and  along  the  lake  shore,  going  around  the 
mountains,  the  other  cutting  through.  An  extra  gain  comparable  to 
a  site  rent  appears,  as  a  reward  for  skill  in  original  location — per- 
haps even  for  the  one  company  having  first  di^ed  risk  the  cost  of 
building. 

Location  has  also  an  important  bearing  upon  the  quantity  and 
classification  of  frei^t  transported,  and  upon  the  density  of  the  pas- 
senger traffic;  and,  consequently,  upon  the  amount  of  the  gross 
earnings.  .  .  .  Li  the  light  of  the  composite  nature  of  the  railroad 
return,  it  would,  therefore,  appear  well-nigh  impossible  to  isolate  an 
element  of  unearned  increment.^ 

Under  a  given  schedule  of  rates,  it  is  almost  certain 
that  unequal  net  earnings  will  accrue  to  carriers  dif- 
ferently circumstanced.  The  Conmiission  has  itself 
recognized  that  the  more  fortimate  competitor,  "  when 
its  rates  had  been  just  and  reasonable/'  may  accimiu- 
late  a  surplus  at  the  same  time  generous  dividends  are 
earned.^   This  is  in  reality  a  recognition  of  the  fact  that 

>  RuIitMd  Valuation,  pp.  203. 204. 

The  Kaoaaa  City  Southern  Brief  oompares  five  railroadB  with  five  farms,  and  seelEi 
to  show  that  value  is  determined  iq>on  the  same  basis:  the  capitalisation  of  earnings 
(economic  rent).    Fp,  41,  42. 

*  See  paragraph  quoted  by  Mr.  Moore,  Hearings,  October,  1918,  p.  6,  from  the 
Spokane  case,  16 1.  C.  C.  376, 415.  The  same  paragraph  is  quoted  in  the  Texas  Blld- 
land  Brief,  p.  460.  Other  oases,  quoted  to  show  that  the  Commission  has  held  to  the 
rule  that  "  the  entire  situation  "  should  be  canvassed  are  quoted,  pp.  460-407.  Be- 
eehrers4ShippersAss'nofCincinnativ.  C,  N.O.AT.  P.,  18  I.C.G.440;ComlCaiib 
of  SaH  Lake  aty  v.  A.,  T.  4  S.  F.,  19  I.  C.  G.  218;  Superior  Coml  Club  v.  G.  N.. 
24I.C.C.90;  Coke  Ptaduoen,  etc.  v.  B.  4  O.  R.  R..  27  L  C.  C.  125;  Eastern  AdvaBoa 
case  of  1910, 20 1.  C.  C.  243;  The  Five  Per  Cent  case,  81  L  C.  C.  861. 
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the  fair  rate  of  return  is  a  variable.  But  because 
the  fair  retirni  is  looked  upon,  not  as  a  variable,  but  as 
a  constant  to  apply  to  all  roads  alike,  it  is  insisted  that 
the  only  way  to  secure  a  basis  upon  which  to  measure 
the  reasonableness  of  the  return,  is  to  capitalize  the 
earnings  on  the  basis  of  the  rate  fixed  upon  as  fair.  A 
more  obvious  example  of  circular  reasoning  is  hard  to 
imagine. 

If,  then,  the  "  value  which  inheres  in  a  property,  and 
which  is  represented  by  its  productiveness,  its  profitable- 
ness, its  earning  power,"  ^  be  rejected  as  the  basis  of  a 
final  value,  which,  being  determined,  can  be  used  as  a 
measure  of  reasonableness,  what  guide  shall  the  Com- 
mission use  in  its  task  of  fixing  the  single  sum  to  be  set 
in  those  "  further  "  tentative  and  final  valuations  which 
are  to  be  duly  issued  ?*  Certainly  the  Act  offers  no  help 
either  by  way  of  definition  or  of  formula.  Value  would 
seem  to  be  one  thing,  and  cost  quite  another  —  a  "  cost 
value  "  is  indeed  sui  generis: »  small  wonder  that  Mr. 
Prouty  despaired:  "  I  would  rather  undertake  to  recite 
the  Chinese  alphabet  backward  than  read  the  thing 
anyway,  because  it  does  not  mean  anything  after  you 
have  read  it."  *  But  "  value  "  is  not  determinable  by 
formula:  *    "  The  ascertainment  of  that  value  is  not 

1  Mr.  Moon,  Hearinc*,  October,  1918,  p.  0. 
a  TeiM  Midland,  1  Val.  Rep.  1,  7. 

*  HeaiinsB,  Maroh,  1917,  p.  411,  Mr.  George  8.  Pattereon,  of  ooudmI  for  the  raO- 
roada:  "  The  oontentkm  of  the  carriers  is  that  under  this  Act,  the  Commission  is  re- 
quired to  ascertain  one  figure  representing  present  value  of  the  property  owned  or  used 
by  the  carriers;  that  value  means  value,  and  does  not  mean  cost,  neither  does  it  mean 
a  eombination  of  cost  and  value."    See  also  A.,  B.  4c  A.  Brief,  p.  395. 

*  Hearings,  March,  1917,  p.  674.  These  words  were  spoken  after  Mr.  Prouty  had 
served  nearly  four  years  as  Director  of  Valuation.  Compare  his  language  in  the  Ad- 
vanee  case  of  1903, 9 1.  C.  C.  382, 404;  quoted  and  discussed.  Railroad  Vahiatlon.  p.  26. 

*  It  would  seem  from  statements  of  Senator  La  Follette,  who  sponsored  the  biU  in  the 
Senate,  that  the  omission  of  a  **  formula  "  was  intentional:  "  The  biU  does  not  under- 
take to  direct  the  Commission  as  to  what  relative  weight  shoukl  be  given  the  several 
valuations  they  are  authorised  to  make."  49  Congressional  Reoord,  p.  8797;  see  also 
pp.  8796,  8802.  Mr.  La  Follette  was  speaking  prior  to  the  MinnesoU  Bate  cases 
opinion. 
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controlled  by  artificial  rules.  It  is  not  a  matter  of 
formulas,  but  there  must  be  a  reasonable  judgment 
having  its  basis  in  a  proper  consideration  of  all  relevant 
facts."  ^  It  would  indeed  seem  that  "  we  are  sailing  on 
an  uncharted  sea,  without  a  compass  to  guide  us."  ' 

"  Guides  to  judgment  "  have  been  suggested :  "  There 
are  no  cases  where  the  value  of  a  going  concern  of  ade- 
quate capacity  has  ever  been  determined  to  be  less  than 
tlie  cost  of  reproduction  less  depreciation  of  the  used  and 
useful  property  either  in  a  condemnation  case  or  a  con- 
fiscation case."  '  On  the  contrary  these  cases  "  fully 
sustain  the  proposition  that  the  cost  of  reproduction 
less  depreciation  is  the  measure  of  minimum  value  of 
any  going  railroad  capable  of  use  to  justify  such  value, 
irrespective  of  the  return  from  present  value  at  present 
rates."  *    This  assertion  is  not  necessarily  inconsistent 

I  230  U.  8. 352. 434.  (Jane  9. 1913.  slichtly  over  three  months  after  the  pMM«e  of 
the  Vehiatioa  Aei.)  The  words  quoted  in  the  text  ere  a  favorite  eiutkm  of  Mr.  Pieroe 
Butler.  See,  for  example.  Texas  MkUand  Brief,  pp.  18, 27. 74. 166. 195.  228,  451. 458, 
408,  797;  and  Hearings,  May.  1915,  pp.  107. 112. 

*  Mr.  Charles  Hansel,  ibid.,  Maroh,  1917,  p.  817.  In  the  Tteas  Midland  Brief 
(p.  456)  it  was  said:  *'  The  ascertainment  of  value  cannot  be  reduced  to  fonnula.  It  is 
an  ultimate  faet  to  be  arrived  at  by  a  consideration  of  many  other  facts  and  circum- 
stances."   At  p.  452.  it  had  been  said: 

**  It  seems  to  us  that  all  efforts  to  prescribe  exact  rules  for  determining  what  weight 
shall  be  given  by  the  Commission  to  any  fact  or  class  of  evidence  necessarily  must  faiL 
Experienced  judgment  must  be  exerdsed  in  the  light  of  all  the  ascertainable  facts  whieh 
are  required  to  be  found  and  reported.  The  weight  to  be  given  to  any  such  faet  or  group 
of  faets  depends  upon  judgment  and  the  other  established  facts  and  circumstances  of 
the  ease.'* 

>  Ibid.,  p.  75. 

*  Ibid.,  p.  136.  This  is  quoted  from  the  caption  of  a  table  in  which  are  listed  original 
eost,  cost  of  reproduction  new,  and  less  depreciation,  and  "  ascertained  value  "  as  found 
in  sixty-four  cases,  pp.  136-142.  The  foUowing  (ibid.,  p.  483)  offers  a  proposed  use  of  the 
reproduction  figures: 

'*  We  think  it  would  be  proven  when  the  valuations  are  completed  that  the  present 
eandngsof  all  the  carriers  in  each  rate  territory  taken  as  a  whole  wiO  be  found  to  be  ksa 
than  a  fair  return  upon  the  cost  of  reproduction  new  of  the  property  used  for  transporta- 
tion purposes  in  the  territory.  If  this  shall  prove  to  be  the  fact,  then  the  rates  prevailing 
in  sueh  rate  territory  shall  be  assumed  to  be  horisontaUy  raised  by  a  percentage  sufficient 
to  produoe  net  earnings  of  at  least  6  per  cent  upon  the  total  cost  of  reproduetion  new  of 
aO  property  used  for  common  carrier  purpoees  in  the  rate  territory,  and  the  earning 
eapaeity  of  the  carrier  under  such  assumed  reasonable  rates  shaD  be  asoertainsd  aad  im- 
ported in  determining  value." 
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with  the  claim  that ''  it  is  true  as  a  general  rule  that  a 
railroad  which  was  built  to  meet  a  reasonable  public 
need  for  its  service,  which  was  well  located  and  con- 
structed and  which  has  been  properly  maintained  and 
is  in  a  suitable  state  of  efficiency,  is  worth  more  than  its 
cost  of  reproduction  new."  ^  Cost  of  reproduction  less 
depreciation  is  claimed  to  set  only  a  minimum  in  any 
case;  and  further,  the  carrier  would  measure  reproduc- 
tion less  depreciation  and  cost  of  reproduction  new  by 
the  same  amoimt  (in  dollars)  since  it  is  claimed  that  in 
the  absence  of  deferred  maintenance  there  is  no  depre- 
ciation. The  argument  based  on  the  appeal  to  authority 
is  complete. ' 

Furthermore  did  not  Justice  Hughes,  in  the  Minne- 
sota Rate  cases,  say  that  "  cost  of  reproduction  is  of 
service,  when  it  is  reasonably  applied,  and  when  the 
cost  of  reproducing  the  property  may  be  ascertained 
with  a  proper  degree  of  certainty  ?  "  »  And  is  not  cost 
of  reproduction  ''  a  fimdamental,  tho  not  necessarily  a 
controlling  element  in  value  ?  "  *  Mr.  Prouty  himself 
has  called  ''  cost  of  reproduction  .  .  .  one  and  perhaps 

1  Texas  Midland  Brief,  p.  307;  compare  Texas  Midland,  1  VaL  Rep.  1,  7: 
'*  The  carrier  has  stated  its  views  ...  in  oral  argument  and  has  fortified  its  onl 
argument  by  written  briefs,  in  which  it  has  fully  set  forth  its  daim,  that,  in  tfaie  instant 
ease,  reproduction  cost  new  is  the  sum  which  is  to  be  stated  as  value."    See  Heaxinii, 
December,  1017,  p.  49. 

Mr.  Prouty,  ibid.,  December,  1017,  referred  to  the  precedents: 
"  You  have  heard  of  the  Consolidated  Gas  case  .  .  .  that  valuation  was  made  op 
by  taking  the  cost  of  reproduction  new  and  including  as  a  part  of  that,  interest  dvxiag 
construction  and  all  these  overheads  .  .  .  the  same  thing  was  true  in  the  KnozviDs 
Water  case  ...  the  Cedar  Rapids  case  ...  the  Des  Moines  Gas  case."    P.  82. 

>  The  following  quotation  from  C.»  C,  C.  A  St.  L.  v.  Backus  is  also  a  l^vodle: 

*'  The  true  value  of  a  line  of  railroad  is  something  more  than  an  aggreg»tioii  ci  the 
Tihies  of  separate  parts  of  it,  operated  separately.  ...  A  notable  iUustxatian  of  this 
was  in  the  New  York  Central  Railroad  consolidation."  154  U.  S.  430,  444;  qoolsd 
Tbzas  Midland  Brief,  p.  120;  Carrier  Valuation  Brief  of  1015,  p.  488;  A..  B.  A  A.  Briaf, 
p.  400. 

>  Mr.  Moore,  Hearings,  October,  1018,  p.  0. 

*  Report,  Railroad  Securities  Commission,  1011,  p.  18.  **  Eminent  railrcMid  bmi  " 
had  stated  to  the  Commission  "  that  in  their  opinion  cost  of  reproduction  or  phjnriflal 
Tmhia  was  the  most  important  single  element  in  determining  the  tros  valoa  ol  tl»  imD- 
road  as  a  whole." 
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the  most  important  element  in  determining  fair  value/'  ^ 
while  Mr.  Farrell  (who,  presmnably,  was  qualified  to 
speak  for  the  Bureau  of  Valuation)  has  said :  ''  we  think 
that  the  cost  of  reproduction,  properly  so-called,  may  be 
used  in  estimating  the  value  of  common  carrier  property 
other  than  lands."  '  But  there  is  nothing  in  either  the 
Texas  Midland,  Winston-Salem  Southbound  or  Kansas 
City  Southern  opinions  to  indicate  what  weight  the 
Commission  feels  should  be  given  to  cost  of  reproduction 
as  a  "  basic  fact."  •  Presmnably,  the  Commission  is 
reserving  a  holding  upon  this  point  until  such  time  as  an 
opinion  is  called  for  by  the  facts  of  the  case  before  it. 
Such  an  attitude  would  be  consistent  with  previous 
policy.* 

But  what  should  be  the  place  of  cost  of  reproduction 
in  the  determination  of  "  value  "  ?  It  would  seem 
probable  that  the  assumed  identity  of  cost  of  reproduc- 
tion less  depreciation  and  present  value  is  due  largely 
to  an  implied  comparison  of  the  freely  reproducible 

>  EMteraAdYftnoeeaBeof  1910. 201.  C.C.  243,  261.  The  A.,  B.  A  A.  Brief,  p.  04. 
ealb '*  preeent  cost  of  conatructioii  or  the  cost  of  reproduction  .  .  .  the  reoocniaed  basie 
factor." 

*  HevingB,  Deeember,  1017,  p.  135.  The  phrase  *'  property  so-called  **  refers  to  the 
CommisBioii's  definitioa  of  reproduction  as  oontrasted  with  that  proposed  by  the  Blinne- 
■ota  Commission.    See  discussion,  prerious  installment,  this  Journal,  voL  34,  p.  26. 

*  See  for  example,  Winston-Salem  Southbound.  1  VaL  Rep.  187,  108.  In  hit 
Memorandum,  p.  6,  Mr.  Prouty  said:  *'  This  cost  of  reproduction  does  not  neoessarilj 
represent  the  fair  Talue  ux>on  which  the  carrier  is  entitled  to  a  return,  but  what  it  does 
represent  is  dearly  and  exactly  known." 

Mr.  Brantley  emphasises  the  present  tense  found  in  the  court  opinions,  and  the 
emphasis  on  *'  present  Talue  *';  A.,  B.  A  A.  Brief,  pp.  40-51,  and  at  p.  66:  **  present 
ralue  .  .  .  what  it  would  now  cost  to  reproduce  it'*;  and  Hearings,  December,  1017. 
p.  25: 

**  You  come  down  to  the  question  of  how  you  are  goinc  to  ascertain  the  value  oi 
them.  Now,  if  it  is  cost,  it  must  be  the  cost  measured  by  the  conditions  at  the  time  at 
which  yon  ascertain  the  value.  That  is  so  because,  in  the  first  place,  the  Supreme  Coort 
has,  time  and  again,  said  it  is  so.  They  say  it  is  that  property,  and  not  the  cost  of  it, 
which  is  protected  by  the  Constitution.  .  .  .  The  value  th»t  is  invohred  in  a  rate  esM 
is  the  value  at  the  time  of  the  service.  So  that  if  that  value  is  to  be  predicated  upon 
eost,  it  must  be  the  cost  at  that  time  of  reproducing  the  property  ...  it  most  ba 
preeent  day  cost."    See  Railroad  Valuation,  pp.  07-102. 

*  See  Hearings.  January,  1017,  p.  50.  At  the  December,  1017.  Hearing,  Mx.  Prootar 
addresMd  the  Comndssbn:  '*  As  a  general  rule,  when  it  was  pomStUb  to  do  so,  you  huf 
avoided  expressing  any  direct  affirmative  approval,  aa  I  understand  It."   P.  142. 
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commodity,  whose  market  value  tends  to  approximate 
reproduction  cost,  and  the  raikoad  which  is  not  freely 
reproducible.^  Surely  a  man  can  afford  to  pay  as  much 
for  a  machine  ab-eady  built  as  he  would  pay  for  an  exact 
duplicate.  Should  not  the  same  rule  apply  to  the 
raUroad?  The  diifficulty  arises  from  the  imfortunate 
presence  of  the  word  "  value  "  in  the  judicial  doctrine, 
without  definition  of  the  word.  In  seeking  a  measure 
of  reasonableness,  the  task  is  not  one  of  fixing  a  sellmg 
price  at  all,  but  rather  of  fixing  upon  a  measure  of  a  part 
of  the  long  run  cost  of  production:  the  return  to  the 
investor.  There  is  to  be  no  "  obliteration,"  and  if 
calamity  should  destroy  an  entire  railroad  system  (so 
that  it  was  not  worth  while  to  make  new  investment,  in 
order  to  realize  on  original  portions  not  destroyed)  there 
is  no  assurance  of  rebuilding.  Certainly  one  can  be  very 
skeptical  that  any  long  headed  business  man  would  re- 
produce say  the  Texas  Midland,  unless  future  prospects, 
rather  than  present  returns  governed  his  calculations.^ 
And  if  cost  of  reproduction  constitutes  value,  upon 
this  alternative  theory,  should  not  it  apply  with  equal 
validity  to  land  ?  Are  not  the  figures  reported  by  the 
Commission  obviously  incomplete,  if  cost  of  reproduc- 
tion, as  such,  shall  measure  ''  value  ''  ?  No  figures  of 
the  cost  of  reproducing  or  ''  reacquiring  "  the  carrier 
lands  have  been  reported  or  determined.  The  Com- 
mission and  its  Bureau  of  Valuation,  in  Mr.  Farrell's 
frank  phrase,  have  made  no  attempt  to  comply  with  the 
requirement  of  the  act  in  this  regard.*    The  authority 

1  See  Manhall,  Principles  of  Economics,  pp.  401,  402,  and  Railroad  Valuatioiit 
pp.  97-102. 

s  See  Texas  Midland  Brief,  p.  24;  and  Railroad  Valuation,  p.  90.  In  the  former  it  is 
stated :  "  Railroad  service  is  essential  to  the  industrial  and  commercial  interests  of  ea«sh 
such  territory,  and  if  the  railroads  did  not  exist  they  would  be  promptly  rqprodttoed." 

>  Brief,  Texas  Midland  Case,  p.  47.  See  A.,  B.  A.  A.  Brief,  pp.  590  and  foIlowti«, 
and  Hearings,  May.  1915,  pp.  104, 114, 120, 131;  January,  1916,  pp.  146, 147;  Decem- 
ber, 1917,  p.  96;  January,  1917,  p.  267. 

In  addition  to  the  fenerml  responsibility  placed  upon  the  Commiasion  to  < 
cost  of  reproduction,  the  Act  directs  an  investigation  and  report  of  **  present  ralue ' 
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for  this  omifision  is  the  opinion  of  the  Supreme  Court 
in  the  Minnesota  Rate  cases:  ^ 

The  conditions  of  ownership  of  the  property  and  the  amounts 
which  would  have  to  be  paid  in  acquiring  the  right  of  way,  supposing 
the  raihroad  to  be  removed,  are  wholly  beyond  reach  of  any  process 
of  rational  determination.  The  cost  of  reproduction  metliod  is  of 
service  in  ascertaining  the  present  value  of  the  plant  when  it  is  rea- 
sonably applied  and  when  the  cost  of  reproducing  the  property  may 
be  ascertained  with  a  proper  degree  of  certainty.  But  it  does  not 
justify  the  acceptance  of  results  which  depend  upon  mere  con- 
jecture.* 

Because  the  estimate  could  be  made  "  only  upon  inad- 
missible assumptions  and  upon  impossible  hypotheses/' 
as  indicated  in  the  paragraph  just  quoted,  the  Com- 
mission felt  that  the  "  duty  to  abstain  from  reporting  as 
an  ascertained  fact  that  which  is  incapable  of  rational 
ascertainment "  was  "  clear,"  »    a  holding  reiterated  in 

'*  originAl  cost  **  and  '*  separately  the  oriciiial  and  preaent  cost  of  condemnation  and 
damacea  or  of  porehaae  in  ezcew  of  .  .  .  original  cost  or  preaent  yahie.*' 

The  carrier  demand  haa  been  that  **  the  mandate  of  the  Congreai  should  be  fol- 
kmed,**  that  '*  the  Valuation  Act  should  be  obesred  according  to  its  plainest  terms." 
Notes  and  Comments,  pp.  21  and  34.  The  Kansas  City  Southern  brought  suit 
against  the  Commission  in  the  Supreme  Court  of  the  District  of  Columbia,  seeking  a 
writ  of  mandamus  to  require  the  Commission  to  investigate  and  report  the  **  present 
cost  of  condemnation  and  damages  or  purchase  "  of  the  right  of  way  and  lands.  The 
carrier  appeal  to  the  United  States  Supreme  Court  from  the  decision  of  the  Supreme 
Court  of  the  District  of  Columbia  is  now  (Jan.  1,  1020)  pending.  See  Kansas  City 
Southern,  1  VaL  Rep.  223.  262.  >  Texas  Midland.  1  Val.  Rep.  1,  5&-61. 

«  230  U.  S  352.  452.  See  Raiboad  Valuation,  p.  37;  and  the  Carrier  Valuation 
Brief  of  1915.  pp.  315-370.  as  there  dted. 

To  Mr.  Brantley's  mind,  it  was  "  perfectly  absurd  to  suppoee  that  the  Supreme 
Court  could  have  condemned  a  method  of  ascertaining  the  cost  to  reproduce  a  railroad, 
which  had  been  in  use  for  twenty-five  years.'*  He  was  "  amased  and  astonished  at  .  .  . 
the  State  Commissions,  almost  every  one  of  whom  had  been  engaged  ...  in  ascertain- 
ing the  cost  of  reproduction  of  land."     Hearings,  January.  1017.  p.  314. 

*  Texas  Midland.  1  Vol.  Rep.  1.  60.    Also: 

"  We  are  unable  to  distinguish  between  what  is  suggested  by  the  carrier  in  this  record , 
and  nominoUy  required  by  the  act.  and  what  was  condemned  by  the  court  as  beyond  the 
poasibility  of  rational  determination."    Ibid. 

The  carriers  propoeed  the  use  of  the  multiple  short-cut  method  for  determining  cost 
of  reproduction,  tho  the  figures  presented  in  the  Texas  Midland  case  purported  to  repre- 
sent expert  opinion  of  the  cost  of  reacquiring  the  land  of  the  railroad,  the  multiples 
being  average  figurea,  compiled  from  these  data.    Texas  Midland  Brief,  pp.  904-007. 

See  also  Prouty.  Memorandum,  p.  53.  where  it  is  acknowledged  that  a  figtire  of  cost 
of  reproducing  (reacquiring)  lands  could  be  calculated  by  applying  a  multiple;  but  I^Ir. 
Prouty  urged  the  Commission  not  to  expend  the  considerable  sum  which  would  be  neces- 
sary to  ascertain  '*  a  fact  most  doubtful  when  ascertained,  most  productive  of  dispute 
and  litigation  when  annoimced,  and  which  has  been  held  by  the  court  of  final  resort  to 
be  of  no  possible  value." 


Digitized  byVjOOQlC 


202  QUARTERLY  JOURNAL  OF  ECONOMICS 

the  Kansas  City  Southern  opinion.^    Some  of  the  ele- 
ments of  imcertainty  were  specified: 

Not  alone  do  the  uncertainties  .  .  .  surround  what  would  be  the 
conditions  of  ownership,  of  improvement,  and  of  value  of  near-by 
property,  and  of  genend  industrial  development,  but  there  can  be  no 
certainty  as  to  what  land  would  have  to  be  acquired  at  a  cost  to  the 
carriers  upon  reproduction  or  a  present  acquisition.  The  carrier  has 
been  constructed  within  comparatively  a  recent  period  of  time; 
nothing  in  the  record  shows  us  that  the  reproduction  of  the  road 
would  be  regarded  in  any  less  friendly  spirit  by  the  conmiuni^  as  a 
whole  and  individual  owners  in  particidar,  than  when  the  right  of 
way  and  terminals  in  question  were  acquired  but  a  few  years  back.' 

Cost  of  reproduction,  moreover,  introduces  into  the 
standard  of  measurement,  a  factor  quite  extraneous  to 
the  business  of  furnishing  transportation  —  the  efifect 
of  a  shifting  level  of  prices  and  wages.  Already  it  has 
been  asserted  that  the  cost  of  reproduction  based  upon 
June  30, 1914  is  "  as  much  out  of  date  as  if  *  .  .  made  a 
quarter  or  half  a  century  ago.'' »  Certainly  if  cost  of 
reproduction  is  an  end  in  itself,  this  objection  is  a  valid 
one,  as,  indeed,  it  would  seem  the  Conmiission  has 
recognized.*  But  it  was  in  terms  of  investment,  of  cost, 
that  the  calculations  of  enterpriser  and  investor  were 
made;  and,  in  the  long  run,  the  reward  for  investment, 

a  Kanaat  City  Soathern,  1  VaL  Rep.  223.  258-263. 

*  Tesaa  Midland,  1  Val.  Rep.  1, 62.  The  Minnesota  Rate  caae  ia  diflCHMed  at  leocth, 
Tesai  Midland  Brief,  pp.  217-245;  Reply  Brief,  pp.  70.  306  and  foUowins;  A.,  B. 
4;  A.  Brief,  p.  600  and  following  The  Kansas  City  Southern  Brief  referred  to  and 
"  adopted  '*  the  Texas  Midland  argument,  p.  283.  The  statement  of  the  earrier  ataad 
ghren  in  the  Texas  Midland  ease  by  the  Commission  seems  an  adequate  summary  of  the 
protracted  discussion. 

*  Notes  and  Comments,  p.  240;  also  Texas  Midland  Reply  Brief,  p.  106. 

*  The  Commissbn  mot  this  objection  in  the  Winston-Salem  Southbound  mm  by  the 
following  language: 

**  The  prices  employed  by  the  Bureau  of  Valuation  are  not  the  exact  prioes  whieh 
were  necessarily  in  effect  upon  the  precise  date,  June  30, 1014,  but  were  fixed  with  rela- 
tion to  that  date  in  such  a  way  as  to  produce  normal  prioes  for  periods  ranging  from  5  to 
10  years  prior  thereto.  The  use  of  such  unit  prioes  upon  items  entering  into  the  eost  of 
reproduction  of  road  and  equipment  (other  than  land)  will  permit  oonaUeration  of  the 
carriers  upon  a  uniform  basis  as  to  time,  so  that  as  the  normal  trend  of  prioes  of  material 
and  labor  may  go  upward  or  downward  correction  factors  can  readily  be  «ppBed  from 
time  to  time,  as  by  law  required,  to  the  end  that  all  appraisals  may  be  kept  to  date  upon 
a  eomparable  basis."    1  VaL  Rep.  187,  192. 
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risk  assumption^  and  the  direction  of  enterprise  must  be 
met  in  the  case  of  the  raihx)ad  which  could  justify  the 
building.  Analyzing  the  problem  in  this  li^t,  cost  of 
reproduction  is  repudiated  as  a  logical  basis  by  which  to 
measure  the  "  long  run  "  —  the  reasonable  return.^ 

But  may  not  cost  of  reproduction  (assuming  accu- 
racy) be  taken  as  a  rough  measure  of  the  investment? 
Much  of  the  existing  plant  has  been  built  or  acquired 
during  the  period  of  price  advance,  and  for  such  por- 
tions, original  cost  and  cost  of  reproduction  might  well 
coincide  within  reasonable  limits  of  approximation.* 
But  the  approach  of  the  Commission  has  been  such  as 
to  render  such  coincidence  purely  accidental.  It  is 
obvious  enough  that  the  governing  conditions  imposed 
by  the  hypothesis  are  generally  at  variance  with  the 
conditions  which  governed  actual  construction: 

The  thecreHcal  reproducUon  of  a  railroad,  such  as  is  assumed  in 
vahiation  work,  is  materially  different  from  the  original  oonstruo- 
tion.  .  .  .  In  (/^e(n*etu»Zreprodiidum  the  property  to  be  (x>nstruc 
by  the  engmeer  is  before  his  eyes.  The  topography  of  the  country 
through  which  the  right  of  way  runs  can  be  observed.  He  knows  the 
natural  difficulties  which  wiU  have  to  be  overcome.  If  rock  is  found, 
his  estimate  is  based  upon  cutting  through  or  removing  that  rock. 
The  exact  amount  of  materials  above  the  roadbed  is  capable  of  as- 
certainment, and  no  addition  should  be  made  for  materials  omitted.' 

Moreover  many  railroads  were  pioneer  enterprises,  and 
some  even  extended  into  hostile  Indian  coimtry  where 

I  BaOtomI  Valuatkm.  pp.  102-107. 

*  lliii  it  ■aoMtod  in  th*  foOowing  pancnpb  from  th«  Tezaa  Midland  opinion: 

**  Whilo  tho  OwnmiMiop  it  not  aa  weD  informed  today  aa  it  hopea  to  ba  bafora  tfaie 
end  of  ita  work,  wa  are  prepared  to  atata  with  eonaiderable  oonfUenoe  that  the  eoat  ol 
prodoeinc  and  equipping  a  raihroad  in  moit  parte  of  thia  oountry  on  June  80, 1914,  waa 
afairaTvaceforatleaatthalOyearBpreeediiic.  There  had  been  many  ehangea  during 
that  period.  Soma  prioea  had  adranoed  while  othera  had  deelined.  The  eoat  of  labor  had 
ionawfaat  inoreaaed,  but  improved  methoda  tended  to  oiffaet  thia  increaae.  On  the 
whole,  the  1914  eoat  waa  Juat  about  an  average  for  thoae  previoua  yeara  during  whieh  the 
great  bulk  of  the  railroad  property  then  in  uae  had  come  into  esatenoe.'*  iVaLBep.  1, 
140, 

>  T%aa  Midkod,  1  VaL  Bep.  1,  26;  italica  the  writar'a. 
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ihiire  were  neither  roadfl,  nor  riulroads.^  And  often 
(how  often,  who  can  say  ?)  the  most  economical  con- 
Ntruction  program  was  not  employed.^  But  quite  aside 
from  this  consideration,  which  raises  questions  of  igno- 
rance or  dishonesty,'  the  reproduction  hypothesis  rep- 
rnmnits  a  conscious  attempt  to  represent  the  cost  of 
building  and  equipping  the  road  "  as  econonucally  as 
{KMHible  under  existing  conditions"* — "by  a  sin^  con- 
tinuous impulse/'  *  That  "  the  present  raihx>ads  ol  this 
country  arc  the  product  of  a  process  of  gradual  devdop- 
mt^nt/*  tliat  ''the  narrow  gauge  road  has  passed  into 
(he  8t4uuiani  gauge»  the  low  class  into  the  hi^  dass, 
the  single  track  into  the  double  track/'  that  ^'grades 
haN'x^  Uvn  improved,  cuTN'es  diminated ''  —  "all  this 
b  di^ivfcarilod/'*  Preseait  conditions,  presmt  metkods, 
)W^eM\t  ;f)iHin>ei$  1^  matcnaUs  present  prices:  these  shall 
fiAX4Pt\.  ThtMre  need  be  no  preliminarT  surreys^ 
ait"  iH>  unce^  juntie^  AU  other  hues  of  nflraad  an 
lii\\M\l  in  exi:«^UiK>e.  This  raibvidMl  ODce  ohEftentod  k  i 
^^xts^^^nce  fv>r  the  purpose  of  rppividixiag  its  ooHiiscciaa 
A^i.  t\>  ^^txT>?  uxufonuiTw  rriws  as  of  Jtbb^  3A.  ISM  is 
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applied  to  inventories  made  as  of  June  30  of  subsequent 
years.  For  the  Winston-Salem  Southbound,  for  ex- 
ample, imit  prices  determined  as  of  Jime  30,  1914  are 
used  with  an  inventory  of  Jime  30,  1915,  together  with 
a  present  value  of  lands  dated  June  30, 1915.^  For  later 
appraisals  the  difference  in  dates  is  even  greater.  Fi- 
nally the  Commission,  to  secure  that  uniformity  which 
it  takes  to  guarantee  comparability,  even  assiunes  that 
the  credit  of  all  "  reproduced"  roads  will  be  the  same.' 
Sitfely  the  indictment  of  cost  of  reproduction  need  not 
be  carried  farther.  It  is  purely  an  artificial  and  hy- 
pothetical figure,  bearing  no  real  relationship  to  past 
sacrifices,  or  present  investment.*   And  more  than  this. 

*  1  Val.  Rep.  187.  192.    See  Wmston-Salem  Brief,  p.  12. 

**  Our  inventories  we  token  as  of  different  dates,  but  all  prices  are  applied  as  of 
June  30, 1914.  The  first  thought  was  to  apply  prices  as  of  the  date  of  the  inventory  in 
each  case,  but  subsequent  reflection  led  to  the  conclusion  that  this  course  could  not 
IMt>perly  be  pursued. 

"  The  railroads  of  this  country  are  comi>etitive.  If  the  costs  which  are  being  produced 
by  the  application  of  these  prices  are  to  be  influential  in  fixing  of  rates,  they  ought  to  be 
upon  some  common  basis.  Without  attempting  to  indicate  how  far  changes  in  prices 
should  affect  changes  in  value,  it  is  manifest  that  all  carriers  ought  to  be,  if  poesibls, 
measured  by  the  same  standard. 

"  The  fluctuations  in  price  which  have  occurred  since  June  80, 1914,  illustrate  and 
confirm  this  view.  Many  prices,  especially  of  equipment,  are  today  double  those  of  1914. 
It  would,  in  our  view,  be  manifestly  absurd  to  apply  to  the  Penn^lvania  lines  between 
Washington  and  Philadelphia,  of  which  the  date  of  valuation  is  1914,  prices  as  of  that 
date,  while  applying  to  the  Baltimore  and  Ohio,  a  parallel  line  constructed  at  substan- 
tially the  same  time  and  developed  under  the  same  conditions,  the  prices  of  June  80, 
1918,  which  happens  to  be  the  date  of  its  valuation.  If  a  uniform  price  be  applied  that 
price  can  be  varied  by  appropriate  factors  or  otherwise  as  justice  may  require.'*  Texas 
Midland,  1  VaL  Rep.  1, 139, 140.  This  answers  the  objection  contained  in  Kansas  City 
Southern  Protest,  p.  7. 

The  carriers,  in  answer  to  the  original  query  by  Director  Prouty,  had  proposed  that 
the  price  basis  should  be  the  same  for  all  carriers.  Hearings,  May,  1915,  p.  94;  see  also, 
Carrier  Valuation  Brief  of  1915,  p.  123  and  following. 

In  the  Texas  Midland  Reply  Brief  it  is  insisted  also  that  land  values  of  1910  were 
higher  than  of  1914.  These  "  change  of  value  *'  were  alleged  to  *'  render  impossible  the 
determination  of  any  accurate  values  "  (p.  1 13).  At  p.  108,  it  is  said:  "  The  Land  Brief 
attempts  ...  to  justify  its  low  values  by  the  daim  that,  because  the  carrier  made  ito 
valuation  in  1910,  the  figures  then  determined  refiected  certain  increases  in  value." 
See  Mr.  Newman's  Land  Brief,  pp.  29-37.  >  Texas  Midland,  1  VaL  Rep.  1,  116. 

'  This  is  clearly  recognised  in  the  Texas  Midland  opinion,  pp.  31,  139.  Compare 
Mr.  FarreU,  in  his  Texas  Midland  Brief: 

"  If  prices  of  materials  now  in  use  have  increased,  soeh  increase  wiO  of  course  be  re- 
flected in  the  Commission's  estimate  of  cost  of  reproduction  new.*'    P.  36. 

Instances  of  unit  prices  alleged  to  be  below  actual  cost  are  dted  by  Durham, 
'* Comments  .  .  .  A..  B.  d:  A.,'*  p.  33  (equipment);  by  Samuel  Untermeyer,  HaarioflS, 
October,  1918,  p.  28. 
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When  so  much  is  dependent  upon  ''progress  of  the 
arts/'  both  past  and  future,  upon  the  accuracy,  ade- 
quacy,  and  comparability  of  data,  upon  conditions  of 
service  and  maintenance,  and  finally  upon  the  judgment 
of  the  subordinate  engineer  who  makes  the  observation 
on  which  the  figures  ultimately  depend,  it  can  hardly  be 
claimed  that  the  Commission's  figures  in  any  sense  of  the 
word  represent  approximate  accuracy  —  even  upon  the 
hypothesis  assiuned.^ 

But  the  Commission  has  promised  to  fix  upon  a  single 
figure  of  "  final  value,"  and  the  "  basic  facts,"  cost  oi 
reproduction  new,  and  less  depreciation,  of  plant  and 
equipment,  the  "  present  value  "  of  land,  original  cost 
to  date  (where  found  as  a  "fact"),  together  with  finan- 
cial, traffic  and  operating  data,  have  been  made  "  final " 
upon  the  theory  that  there  remains  "  but  the  one  step 
of  deducing  from  the  facts  stated  the  siun  to  be  found."  * 
The  entire  lack  of  comparability  of  these  data  must  be 
readily  apparent:  gathered  upon  different  hypotheses, 
as  of  dififerent  dates,  there  is  no  single  coordinating 
factor.  The  cost  of  the  existing  units,  less  depreciation, 
what  has  been  here  called  "  unimpaired  investment," 
has  been  rejected  as  speculative  by  the  same  men  who 
report  cost  of  reproduction  as  a  "  fact."  Any  value, 
based  upon  the  set  of  "  underlying  facts  "  made  final 

1  The  hypoOietaa  ia  summariied  in  the  syllabus  of  the  Tens  Midland  opinion*  p.  3, 
as  follows: 

**  Cost  of  reproduoUon  new  of  the  oommon-carrier  property  ascertained  and  stated, 
upon  the  assumed  basis  of  the  non-«xi8tenoe  of  the  railroad  while  all  other  oooditioBB  in 
the  same  tenitory  were  taken  as  existent  on  Taluation  date,  that  the  most  piaetieabla 
and  eoonomioal  oonstruetion  program  is  emplosred,  and  that  to  an  inventory  of  items 
making  up  the  physical  property*  shall  be  applied  cost  prices  fairly  rcpresentathre  of 
oondxtions  on  valuation  date,  with  the  addition  of  the  estimated  cost  of  pladng  the 
items  in  position  as  of  valuation  date,  and  including  certain  overhesd  charges.*' 

It  wouU  seem  that  the  handling  of  the  second  hand  units  was  inconsistent  with  this 
definition,  and  eq;Moial]y  the  cost  and  freight  on  the  Tens  Midland  erane.  1  VaL  Bepc 
1.46. 

*  Tens  Mkiland,  1  Vsl.  Rep.  1,  6.  See  discussion,  previous  instaOiiient.  this 
Journal,  vol.  84,  pp.  22-20. 
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in  the  preliminary  opinions,  must  be  an  arbitrary  fig- 
ure, however  stated  in  the  opinion  of  the  Commission. 
The  very  requirements  of  the  Act  make  this  inevitable. 
The  Valuation  Act  is,  after  all,  only  an  attempt  to 
provide  the  Commission  with  information  concerning 
the  elements  of  "  fair  value ''  listed  in  the  "  classic  " 
statement  of  Smyth  v.  Ames:  * 

In  order  to  ascertain  that  value  the  original  cost  of  construction, 
the  amount  expended  in  permanent  improvements,  the  amount  and 
market  value  of  its  bonds  and  stocks,  the  present  as  compared  with 
the  original  cost  of  construction,  the  probable  earning  capacity  under 
particular  rates  prescribed  by  statute,  and  the  sum  required  to  meet 
operating  expenses,  are  all  matters  for  consideration,  and  are  to  be 
given  such  weight  as  may  be  just  and  right  in  each  case.  We  do  not 
say  that  there  may  not  be  other  matters  to  be  regarded  in  estimating 
the  value  of  the  property.  What  the  company  is  entitled  to  ask  is  a 
fair  return  upon  the  value  of  that  which  it  employs  for  the  public 
convenience.  On  the  other  hand,  what  the  public  is  entitled  to 
demand  is  that  no  more  be  exacted  from  it  for  the  use  of  a  public 
highway  than  the  services  rendered  by  it  are  reasonably  worth.* 

That  this  "  rule  "  —  which  is,  in  fact,  no  rule  at  all  — 
should  have  been  invoked  by  all  parties  indicates  the 
extent  to  which  the  problem  of  railroad  valuation  has 
been  dominated  by  that  appeal  to  authority  funda- 
mental in  legal  dociunents  and  legal  procedure.* 

The  function  of  the  carrier  brief  in  the  Texas  Midland 
case  was  frankly  stated  as  a  consideration  of  ''  the 
principles  .  .  .  laid  down  in  decided  cases  for  the  guid- 
ance of  tribunals  charged  with  the  duty  of  determining 
value."  *  Is  not  value  determination,  "  a  judicial  ques- 
tion .  .  .  determined  as  other  judicial  questions  are, 
by  the  application  of  the  settled  rules  and  established 

1  Ttaaa  MidUuid  Brief,  p.  75. 

s  160 U.S. 466, 546;  quoted MinnesoU Rate  cases.  230 U.S.  353, 434;  analywdaad 
eritieally  discussed  in  detail.  Railroad  Valuation,  pp.  16-27. 

•  See  Tens  Midland  Brief,  pp.  27,  75;  Aitehison,  Brief  for  the  Natl  Aas*n  By. 
Com'n,  p.  50;  A.,  B.  A  A.  Brief,  pp.  22. 23, 388. 484  and  foDowins.  a  detailed  analysis. 

«  P.  75. 
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principles  of  jurisprudence  ?  "  ^  And  so  with  the  defini- 
tion of  value:  "  The  mere  language  of  commissioners, 
text-writers,  economists,  valuation  engineers  and  the 
like,  especially  when  not  employed  with  reference  to  the 
meaning  of  this  Act,  is  of  no  consequence,  and  does  not 
require  discussion."  *  Only  "  the  decisions  of  the  Su- 
preme Court  of  the  United  States,  and  those  of  the 
lower  courts  ...  in  harmony  therewith  are  binding 
upon  the  Commission."  '  And  yet  these  final  authori- 
ties are  themselves  vague  and  uncertain.  Surely  when 
one  finds  a  "  general  rule  "  supported  by  a  jiunble  of 
cases  on  taxation,  condemnation,  capitalization,  and 
regulation,  he  may  fairly  protest.* 

It  is  too  early  to  say  that  the  Conunission  will  not 
fulfil  the  promise  to  state  single  figures  of  value.  It  is 
even  conceivable  that  the  sum  of  cost  of  reproduction 
and  the  "  present  value  "  of  land  may  in  some  cases  be 
so  reported.  But  it  is  not  too  early  to  raise  the  question 
of  the  real  scientific  validity  of  such  figures  (or  any  other 
figures  reported)  when  based  upon  a  "  judgment  "  pur- 
porting to  consider  the  irreconcilable  totals  and  elements 
made  final  in  the  preliminary  opinions.  Certainly  the 
totals  now  being  published  as  tentative  valuations  offer 
no  basis  for  a  figure  of  ^^  final  value."  They  represent  a 

1  Kaasas  City  Southern  Brief,  p.  110. 

s  Texas  Midland  Reply  Brief,  p.  50;  at  p.  109,  Kansas  City  Southern  Brief,  it  was 
said: 

"  It  is  to  be  remembered  at  all  times  that  the  valuation  of  railway  property  is  a 
Judicial  question,  and  not  a  legislative  one.  The  rules,  principles,  and  methods  must  be 
followed  in  preference  to  economic  theories  or  acts  of  l^pslative  bodies.*' 

>  Texas  Midland  Brief,  p.  60. 

«  Ibid.,  pp.  353-467;  see  also  Carrier  Valuation  Brief  of  1015,  pp.  479-532.  After 
all,  what  the  Railroad  Commission  of  Idaho,  or  a  United  States  District  Judce  in  Ar- 
kansas, or  the  Supreme  Court  of  Wisconsin  (or  even  the  United  States  Supreme  Court) 
did  or  said,  under  the  peculiar  facts  of  a  given  case,  is  conclusive  of  the  validity  of  no 
general  principle.  An  argument  in  terms  of  "it  has  always  been  reoognisad,"  or  of 
'*  this  has  been  so  often  aflirmed,  not  only  by  the  Courts,  but  by  the  Commiasion  itself, 
that  the  principle  can  be  asserted  without  contradiction,"  or  of  "  the  foregoing  earn 
refute  the  oontenUon  "  hardly  constitutes  analysis  of  a  problem.  Texas  Midland  Brief, 
pp.  354.  370. 
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compliance  with  a  statute,  as  that  statute  has  been  inter- 
preted, but  they  represent  nothing  more.  The  fibrst  use  of 
the  "rule  "in  Smyth  V.Ames  was  a  frank  "guess."*  Will 
the  Commission  in  making  its  final  reports  speak  with 
equal  courage  ?  Or  will  the  Commission  take  refuge 
behind  generality  ?  It  suffices  for  the  present  to  recog- 
nize that  the  progress  thus  far  made  is  not  of  a  character 
to  silence  the  skeptic  who  has  small  confidence  in  the 
conclusiveness  or  ultimate  usefulness  of  the  figures  so 
expensively  seciired  and  so  elaborately  presented. 

Homer  B.  Vanderblub. 

NOBTHWEOTEBN  UNIYBBSITT. 
*  C,  M.  ft  St.  P.  V.  Tompldos.  90  Fed.  863,  809;  R*flroad  Valufttion.  p.  17. 
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SUMMARY 

Three  groups  of  rural  eooiiainistB,  300.  —  Domiiiaiioe  ol  the  fint 
grocq>,  emphasuing  farm  management,  901.  —  Its  posttioo  »f»MK^iH 
in  principle,  302.  —  Difficulties  of  combining  the  individual  with  the 
aodal  point  of  view,  303.  —  Multiplicity  of  subjects  treated,  ML  — 
Doubtful  whether  rural  economics  can  be  sqMrated  from  general 
economics,  308. 

The  question,  what  is  rural  economics,  still  rouses  sur- 
prising diversity  of  opinion,  notwithstanding  the  great 
volume  of  current  literature  dealing  with  it,  and  not- 
withstanding the  attention  the  subject  has  received  in 
recent  years,  especially  during  the  war.  With  increas- 
ing density  of  population,  higher  prices  of  farm  prod- 
ucts, and  all  the  other  problems  incident  to  a  denser 
population,  rural  economics  will  receive  in  the  future 
even  more  attention;  and  this  attention  should  be  in- 
telligently directed.  The  fact  that  some  men  in  the 
field  have  tried  to  shimt  the  subject  to  the  wrong  track 
will  justify  a  careful  analysis  as  to  its  proper  scope. 

Among  the  groups  or  schools  of  rural  economists, 
three  may  easily  be  distinguished.  One  group,  following 
Professor  Taylor  of  Wisconsin,  includes  in  rural  eco- 
nomics not  only  that  body  of  economics  which  relates 
particularly  to  agriculture,  but  also  faim  management; 
it  looks  at  the  farmer's  problems  not  merely  from  the 
social  point  of  view,  but  also  from  the  individual.  A 
second  group,  following  Professor  Carver,  would  ex- 
clude faim  management.  A  third  group  would  hold 
that  there  is  no  such  thing  as  rural  economics,  but  that 

300 
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what  is  commonly  called  rural  economics  is  merely  a 
combination  of  ordinary  economics  on  the  one  hand 
and  agriculture  on  the  other. 

The  first  group  includes  perhaps  a  majority  of  what 
are  commonly  called  rural  economists  in  this  country. 
In  fact,  since  the  association  of  agricultural  economists 
merged  with  the  farm  management  association,  it  ap- 
I)ears  that,  as  far  as  associative  recognition  is  concerned, 
there  is  now  only  one  brand  of  rural  economics  —  the 
farm  management  brand. 

Rural  economics,  according  to  Professor  Taylor,  "  has 
to  do  with  the  harmonious  adjustment  of  the  relations 
between  useful  forms  of  plant  and  animal  production 
and  the  human  environment;  also  between  the  various 
people  who  participate  in  the  production,  transporta- 
tion and  marketing  of  farm  products.  ...  It  is  the 
fimction  of  economics  to  make  clear  the  economic 
forces  with  which  the  fanner  has  to  deal  and  to  develop 
methods  of  ascertaining  what  to  produce  and  how  to 
produce  it  in  order  to  secure  maximum  net  profits  for 
the  fanner  and  maximum  well-being  for  the  nation."  ^ 

The  chief  point  to  be  noted  in  this  comprehensive 
definition  is  that  it  takes  both  the  individual  and  the 
social  point  of  view;  it  includes  both  fann  manage- 
ment and  economics.  In  a  way  it  resembles  Aristotle's 
Oeconomic,  or  household  management.  It  also  seems 
to  assume  that  maximum  profits  for  the  farmer  and 
maximum  well-being  for  the  nation,  if  not  identical,  are 
at  least  closely  related.  Representing  the  attitude  of 
perhaps  the  largest  department  of  rural  economics  in 
the  country,  the  conception  of  course  has  merits  as  well 
as  standing.  In  the  first  place,  imder  it  a  great  deal  of 
valuable  work  has  been  done.    No  one  is  entitled  to 

>  H.  C.  Taylor,  The  Place  of  Eoonomioe  in  Agricultiind  Education  and  Rewarcii, 
Wiaoonin  Agriovltoral  Ezpeiiment  SUtion,  Baaeareh  Bulletin  No.  10. 
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discuss  rural  economics  who  is  not  familiar  with  some 
<rf  the  contributions  of  Professor  Taylor  and  his  groiq). 
In  the  second  place,  it  gives  the  subject  a  direct  bearing 
on  the  practical  problems  of  farmers,  a  bearing  idiidi 
general  economics  sometimes  lacks.  Under  this  theoiy, 
rural  economists,  in  agricultural  colleges,  are  usually 
closely  associated  with  teachers  of  agriculture,  and  they 
acquire  what  is  often  spoken  of  as  the  "  agricultural 
point  of  view,"  which  is  valuable  for  certain  purposes. 

Some  knowledge  of  agriculture,  going  even  beyond  a 
good  acquaintance  with  farm  life  and  conditions,  is 
helpful  to  the  economist,  especially  if  he  is  engaged  in 
work  which  brings  him  much  in  contact  with  farmers. 
A  rural  economist  who  is  untrained  in  agriculture  is  at 
a  disadvantage  in  dealing  with  farmers,  for  farmers  are 
likely  to  be  suspicious  of  "  theorists." 

One  of  the  greatest  merits  of  what  might  be  called 
the  "  Wisconsin  view  "  is  that  it  fits  in  well  with  the 
academic  politics  of  many  state  institutions.  A  de- 
partment of  rural  economics  occupjring  offices  in  Agri- 
cultural Hall,  with  other  agricultiu^  departments, 
holding  out  to  the  voting  farmer  not  only  a  few  pearis 
of  economic  truth  but  also  some  data  which  will  point 
the  way  to  greater  profits,  is  assured  more  generous 
support  than  would  be  accorded  a  department  which 
made  no  pretense  of  dealing  with  individual  profits. 

And  yet  despite  all  the  advantages,  the  position  of 
Professor  Taylor  and  his  group  is  unsound  in  principle. 
Rural  economics  should  be  regarded  as  economics,  not 
as  agriculture.  It  should  be  treated  only  from  the  social 
point  of  view,  lea\'ing  the  question  of  individual  profits 
to  another  class  of  investigators.  For  several  reasons 
this  is  the  soimder  view. 

In  the  first  place,  it  is  consonant  with  ordinary  aca- 
demic usage.    Economics  is  a  social  science,  and  tiie 
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ocial  point  of  view  is  maintained  in  the  better  institu- 
ions  everywhere.  Courses  in  labor  problems  are  not 
iiven  for  the  purpose  of  teaching  students  to  become 
Dremen  or  labor  drivers;  comrses  in  trusts  and  monop- 
•lies  do  not  aim  to  make  trust  managers  of  the 
tudents;  money  and  credit  is  not  a  get-rich-quick 
curse,  in  spite  of  a  fairly  common  opinion  to  that 
ffect.  It  is  true  that  in  some  courses  closely  allied  to 
€onomicS;  the  individual  point  of  view  is  sometimes 
aken.  But  such  courses  are  usually  given  in  schools  of 
onunerce;  and  the  foremost  schools  of  commerce  are 
organized  separately  from  departments  of  economics, 
n  all  the  great  imiversities  of  the  coimtry,  notwith- 
tanding  the  development  of  schools  of  commerce, 
iconomics  is  still  regarded  as  a  social  science.  What 
^fessor  Taylor  calls  "  farm  economics  "  is  not  mainly 
^onomics  at  all,  but  farm  management. 

Another  reason  why  rural  economics  should  take  only 
he  social  point  of  view  is  that  otherwise  the  field  is 
entirely  too  broad.  Economics  is  itself  an  exceedingly 
)road  and  complex  science,  suflSciently  broad  to  give 
imple  play  to  the  greatest  abilities,  without  including 
arm  management.  No  one  who  has  read  Marshall 
)r  Taussig  or  Von  Thiinen  carefully  will  admit  that 
economics  is  merely  "  common  sense,"  as  one  farm 
nanagement  authority  has  described  it.  It  is  that,  to 
>e  sure,  but  it  should  be  highly  trained  and  educated 
5ommon  sense.  Most  economists  have  had  experience 
irying  to  get  imtrained  but  perhaps  "  sensible  "  men  to 
mderstand  some  of  the  elementary  principles  of  the 
science,  and  will  agree  that  common  sense  is  not  enough. 
[n  classes  in  the  elements  of  economics,  the  writer  has 
Jways  found  10  per  cent  or  more  of  the  students  who 
ire  simply  incapable  of  grasping  even  the  elementary 
principles  of  the  subject. 
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Fann  management  also  is  an  appallingly  ocMnpks 
science  —  if  it  be  not  too  broad  to  be  called  a  sdenoe. 
As  Sir  John  Sinclair  once  said:  '^  Agriculture,  thoa^ 
in  general  capable  of  being  reduced  to  simple  princqdes, 
yet  requires  on  the  whole  a  greater  variety  of  knowl- 
edge than  any  other  art."  What  a  vast  number  of  queB- 
tions  must  the  farm  manager  be  prepared  to  answer: 
how  much  land  shall  the  farmer  buy,  what  kind  of  land, 
where,  how;  how  many  cattle  shall  he  keep,  what  kind, 
what  shall  he  feed  them;  what  crops  shall  he  raise,  and 
what  variety  of  each;  what  tjrpe  of  horses  shall  he  use, 
or  shall  it  be  mules  or  oxen  or  a  tractor  ?  A  thousand 
questions,  and  more,  must  be  answered  —  not  questions 
in  economics,  but  in  agriculture.  The  farm  manager 
must  know  a  great  deal  about  animal  husbandry,  agron- 
omy, poultry  husbandry,  dairying,  soils,  agricultural 
engineering,  accoimting;  in  fact  he  must  be  a  veritable 
super-agriculturist.  The  field  of  farm  management 
alone  is  so  broad  that  only  men  of  exceptional  ability 
have  any  business  in  it.  When  economics  is  added,  it 
becomes  a  proper  field  for  super-men.  Professor  Tay- 
lor's definition  suggests  either  super-men  or  academic 
jacks-of-all-trades. 

Some  rural  economists,  even  of  the  farm  manage- 
ment type,  are  not  qualified  to  give  advice  to  farmers 
regarding  their  business.  One  of  the  best  things  Pro- 
fessor Warren  ever  did  was  to  point  out  that  most 
farmers  are  not  fools  or  fogies,  but  are  working  out  t^e 
problems  they  meet  with  considerable  good  sense  and 
sagacity.  The  young  man  who  has  just  finished  his 
courses  in  economic  theory  and  history  of  theory  and 
farm  management  and  animal  husbandry  and  poultry 
husbandry  and  farm  accounts  and  rural  law  —  the 
rural  economist  of  the  composite  type  —  may  be  able 
to  render  some  service  to  the  farmer  who  has  known 
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enough  about  farm  management  to  make  a  himdred 
thousand  dollars,  but  he  will  learn  a  great  deal  too,  and 
will  be  lucky  if  he  doesn't  occasionally  make  embarrass- 
ing mistakes.  He  would  be  in  some  danger  even  if  his 
training  were  entirely  in  farm  management.  But  he  is 
only  hfijf  farmer,  and  the  half  that  is  economist  doesn't 
interest  the  farmer  who  is  looking  for  advice  on  the 
management  of  his  farm. 

It  was  once  suggested  to  the  writer  that  what  he  has 
ventured  to  call  the  "  Wisconsin  "  view  does  not  imply 
that  the  rural  economist  should  be  both  an  expert 
economist  and  an  agriculturist,  but  that  he  should  have 
a  good  training  in  economics  and  then  as  much  work 
in  agriculture  as  possible.  This  is  not  feasible,  how- 
ever, for  two  reasons.  In  the  first  place,  unless  the 
rural  economist  knows  agriculture  very  thoroly,  he  has 
no  business  with  the  problems  of  farm  management; 
and,  in  the  second  place,  since  the  amount  of  human 
energy  is  in  most  individuals  somewhat  limited,  '^  as 
much  agriculture  as  possible  "  often  means  '^  as  little 
economics  as  possible." 

In  agricultural  colleges  there  are  special  reasons  why 
the  rural  economist  should  be  a  good  economist,  regard- 
less of  his  knowledge  of  technical  agriculture.  If  he  is 
not  a  good  economist,  there  may  be  no  good  economics 
to  be  found  in  the  institution;  whereas,  if  he  is  not  a 
good  agriculturist,  the  defect  is  not  important,  because 
the  institution  presimiably  has  many  good  agriculturists 
on  its  faculty.  But  if  the  rural  economist  in  such  a  place 
makes  a  mistake  in  his  economics,  it  is  serious,  for 
there  is  no  one  to  check  him  up.  If  he  slips  in  his  treat- 
ment of  an  agricultiu*al  subject,  it  will  do  the  students 
less  harm,  because  they  can  get  accurate  information 
from  other  sources.  Apicultiu^al  students  usually  know 
enough  about  agriculture  to  weigh  with  intelligence 
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anytfaiiig  that  the  instmctxH'  may  say  ooneeniiiig  it 
But  it  is  the  obeoratioo  of  the  writer  that  many  of 
them  win  swallow  any  sort  of  eeoDODiic  doetziiie  with- 
out so  much  as  blinkiiig.  It  is  very  inqxxrtant  that  even 
an  agricultural  ooUege  diouki  have  at  least  <ne  good 
ecoiKHnist  od  its  faculty;  it  does  not  make  much  dif- 
ference whether  there  are  fifty  good  agricalturists  or 
fifty-one. 

It  has  been  uiged  that  rural  economics  has  profited 
as  much  from  practical  farm  management  investigih 
ticms  as  {mm  the  research  of  econcHnists.  Professor 
Taylor  pointed  out  several  years  ago  that  eocMiomics 
was  ''  likdy  to  be  benefitted  more  by  the  men  without 
econosme  training  who  are  woridng  in  the  field  (of  farm 
management)  than  by  the  men  of  economic  training 
who  are  not  working  in  that  fidd."  This  may  be  true, 
but  it  is  not  an  aigument  for  economists  to  work  in  a 
fidd  that  they  do  not  understand.  It  is  mer^  a  call 
for  more  farm  management  experts.  The  writer  is  g^ 
to  acknowledge  a  heavy  indebtedness  to  some  of  the 
men  in  farm  management  woik:  in  fact,  he  would  lose 
almost  any  book  in  his  library  rather  than  Professor 
Warren's  Farm  Managemeni;  but  that  does  not  aigue 
that  rural  economists  should  all  turn  their  hands  to 
farm  management.  It  merely  emphasizes  the  value  of 
work  along  this  line;  woik  which  of  course  will  be  best 
done  by  those  trained  for  it,  and  not  by  those  trained 
for  something  else. 

The  argument  that  rural  economics  should  take  the 
individual  as  well  as  the  social  point  of  view  in  order  to 
enlist  adequate  financial  support  is  surely  inconclusive. 
If  the  science  has  to  deal  with  individual  profits  in  order 
to  get  a  respectable  slice  in  the  budget,  let  it  do  so,  but 
let  it  do  so  under  its  owti  proper  name  —  farm  man- 
agement. 
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Financial  support  may  be  gained  at  the  expense  of 
academic  standards.  This  often  happens  in  agricul- 
tural  colleges,  where  rural  economics  is  thrown  into  the 
pot  with  a  hodge-podge  of  political  economy,  history, 
sociology,  farm  management,  animal  husbandry,  dairy- 
ing, commercial  geography,  marketing,  "geology, 
meteorology,  physics,  chemistry,  entomology,  plant 
physiology,  plant  br^ding"  (I  quote  from  Professor 
Taylor's  bulletin,  The  Place  of  Economics  in  Agrin 
cuUurol  Education  and  Research),  with  some  statistics 
and  accounting,  and  sometimes  with  a  Uberal  sprinkling, 
it  must  be  confessed,  of  fairly  cheap  buncombe.  The 
rural  economist  is  often  thrown  into  contact  mainly 
with  agriculturists,  and,  while  he  gains  valuable  knowl- 
edge of  agricultural  conditions,  he  frequently  loses  his 
economic  viewpoint.  Sometimes  the  transition  from 
economist  to  agriculturist  has  involved  a  loss  of  aci^ 
demic  standardis. 

Some  rural  economists,  even  among  those  who  do  not 
follow  Professor  Taylor  all  the  way,  have  stretched  the 
field  of  rural  economics  to  cover  too  many  subjects. 
Professor  Nourse,  for  instance,  in  his  book  of  readings, 
includes  extracts  on  the  following  subjects:  general 
economic  theory,  economic  history,  ancient,  medieval 
and  modem,  American  and  European,  rural  sociology, 
dietetics,  animal  husbandry,  dairy  husbandry,  mete- 
orology, botany  and  agronomy,  irrigation,  dry  farming, 
drainage,  soil  chemistry,  conservation,  inmiigration,  co- 
operation, farm  management,  farm  accoimting,  tenancy, 
land  policy,  marketing,  transportation  and  rural  credits. 
This  is  an  interesting  and  stimulating  list;  but  no 
writer  of  an  original  piece  of  work  could  cover  so  much 
and  do  it  well. 

Farm  management  and  economics  together  thus  con- 
stitute a  field  entirely  too  broad  to  be  covered  by  most 
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men.  Tliis  does  not  mean  that  the  ninl  eoonamist 
diould  be  igDonmt  of  fann  management.  He  wfll  find 
it  Deceseary  to  keep  in  dose  touch  with  the  litemtareof 
that  subject,  ffis  attitude,  howevw,  dioald  not  oBoaDf 
be  that  of  a  woiker  in  the  fidd,  bat  ladier  tiiat  of  t 
l^teaner  of  sudi  facts  as  he  ma}*  find  vafaiaUe  in  hiB 
study  of  the  broader  eoomxnic  problems.  The  questian 
of  swelling  the  pn^ts  of  the  individual  fannos  he  can 
saf dy  turn  over  to  specialists  ^o  are  kxddng  mt  fum- 
ing frcHn  a  different  an^.  The  pcnnt  iA  view  of  the 
eooncMnist  is  not  individual  bat  sodal;  and  individiial 
profits  and  social  well-being  are  not  neoeasarily  icie&tieaL 

Some  economists  deny  that  there  is  any  fidd  of 
economics  which  can  properly  be  carved  oat  and  des- 
ignated ''  rural  economics."  Professor  Hetkner  once 
rranarked  that  the  more  he  studied  the  subject  the  more 
he  was  convinced  that  it  fdl  into  two  parts,  one  of 
which  was  agriculture,  and  the  other  ordinary  eco- 
nomics. One  of  the  most  successful  teadiers<tf  thesub- 
ject  in  this  coimtry  once  confided  to  the  writo*  that  he 
was  convinced  there  was  no  such  thing.  A  considerate 
number  of  the  conser\'ative  economists  of  the  country 
would  at  least  agree  that  rural  economies  has  not  yet 
risen  to  the  dignity'  of  some  of  the  other  branches  oi 
economics. 

There  is  some  point  to  this  \iew  of  the  matter.  Much 
of  what  is  commonly'  called  rural  economics,  or  "  agri- 
cultural economics,"  or  "  economics  of  agriculture,"  is 
nothing  in  the  worid  but  agriculture.  Papers  have  been 
read  at  the  meetings  of  the  American  Economic  Asso- 
ciation which  could  more  property  have  been  given  at 
a  dairy  congress  or  a  meeting  of  the  farm  manage 
ment  association.  Some  agriculturists  imagine  they  are 
getting  into  economics  whenever  they  use  figures  or 
statistics  or  accounting,  or  whenever  they  make  a  few 
generalizations  regarding  social  welfare. 
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Much  of  what  is  often  called  rural  economics  is  only 
general  economics.  Discussions  of  rent,  diminishing 
retumS;  marketing,  and  cooperation,  are  quite  germane 
to  any  treatment  of  general  economics.  Much  that  is 
contained  in  Professor  Carver's  Principles  of  Rural 
Ecarumiics,  for  instance,  would  be  entirely  appropriate 
in  a  text  on  general  economics.  For  some  purposes  the 
book  is  more  valuable  on  this  accoimt.  In  not  a  few 
agricultxmil  colleges,  students  take  agricultural  eco- 
nomics without  having  had  any  work  in  the  elementary 
principles  of  economics,  and  if  they  are  not  exposed  to 
some  of  the  general  principles  in  this  way,  they  do  not 
get  contact  with  them  at  all. 

Several  writers  have  viewed  rural  economics  as  a  sort 
of  general  economics,  with  illustrations  from  agricul- 
ture; have  studied  the  general  principles  of  economics, 
then  made  special  applications  to  agriculture;  have 
taken  up  general  theories  of  interest,  then  rural  credits, 
general  principles  governing  wages,  then  wages  of  agri- 
cultural labor;  have  studied  the  tari£f  and  tiie  farmer, 
monopolies  and  the  farmer,  railroads  and  the  farmer, 
and  other  topics  ''and  the  farmer.''  A  textbook  based 
on  this  plan  is  a  mere  book  on  the  principles  of  eco- 
nomics, with  a  squint  in  the  direction  of  agriculture,  and 
is  likely  to  be  inferior  to  an  ordinary  book  on  the  prin- 
ciples. There  is  no  reason  why  a  farmer  should  be  fed 
on  information  regarding  himself  and  his  own  business 
alone.  Perhaps  he  would  know  more  "  economics  " 
and  get  a  broader  outlook  if  he  studied  other  industries 
as  well  as  his  own.  In  many  agricultural  colleges  there 
is  entirely  too  much  of  this  dishing  out  to  the  students 
of  science  in  a  diluted,  specialized  form:  agricultural 
economics,  agricultural  English,  agricultural  journalism, 
agriciiltural  education,  rural  law.  Such  ''  agricultural " 
courses  perhaps  look  well  to  the  voting  farmers,  but 
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they  represent  a  form  of  politics.  Even  for  agricultural 
students  they  are  usually  inferior  to  the  coursee  i^ven 
without  any  particular  stress  on  agriculture. 

Several  writers  on  rural  economics  have  followed  the 
traditional  outline  used  in  general  economics  —  divid- 
ing the  field  into  consumption^  production,  exdiange, 
and  distribution;  distribution  being  treated  as  in  any 
elementary  course,  under  the  heads  value,  rent,  wages, 
interest,  and  profits.  Some  basis  of  classificatioli  is 
necessary,  some  kind  of  a  series  of  racks  or  p^s  to  hang 
ideas  on.  But  if  rural  economics  is  to  be  rated  a  sep- 
arate field  of  economics,  it  is  deserving  of  a  different 
classification.  Why  should  distribution  be  treated  just 
as  it  is  treated  in  general  economics  —  under  value, 
rent,  wages,  interest,  and  profits  —  when  over  half  of 
the  agricultural  income  goes  to  farmers  who  are  land- 
owners, laborers,  capitalists  and  entrepreneurs  all  in 
one  ?  In  their  case,  the  question  of  distribution  is  a 
question  in  accounting,  not  in  economics.  The  clas- 
sification does  not  fit.  It  is  too  evidently  borrowed 
property. 

If  one  field  of  economics  be  mapped  out  and  des- 
ignated "  rural  economics,''  logic  might  seem  to  demand 
that  the  rest  should  be  called  "  urban  economics."  In 
fact  at  least  one  college  in  the  country  has  followed 
this  line  of  cleavage  in  sociology.  Such  a  division, 
altho  inexpedient  in  economics,  brings  out  the  broad 
scope  of  rural  economics,  even  without  the  purely 
agricultural  matters  with  which  it  is  often  incmnbered. 

Rural  economics  has  hitherto  had  a  bad  name  with 
economists  generally,  because  of  the  low  average  qual- 
ity of  the  output  in  the  field.  The  low  quality  is  due  to 
various  circumstances.  The  subject  is  relatively  new, 
as  far  as  academic  recognition  is  concerned,  and  has  not 
been  well  organized.   Many  rural  economists  have  tried 
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to  cover  too  much  ground  —  have  tried  to  be  both 
agriculturists  and  economists.  Fmally,  rural  economics 
has  been  an  attractive  field  for  writers  of  no  economic 
training  whatever.  Agriculturists  and  politicians  of  all 
kinds  have  found  reliucation  and  happiness  in  writing 
and  lecturing  on  various  aspects  of  the  subject  —  such 
as  marketing  (especially  the  elimination  of  the  middle- 
man);  cooperation,  and  the  tariff,  especially  the  tariff  on 
Argentine  beef  and  Chinese  eggs. 

Under  the  influence  of  Professor  Taylor,  some  rural 
economists  and  farm  management  men  united  last 
year  in  what  is  called  the  ''  Farm  Economics  Associa- 
tion." This  was  a  step  in  the  direction  of  broadening 
the  field  covered  by  both  groups  of  men,  but  was  also 
a  step  toward  lower  standards  of  work.  As  already 
pointed  out,  either  rural  economics  or  farm  manage- 
ment is  a  suflSciently  broad  field  for  the  exercise  of  the 
highest  talent,  and  the  two  together  make  a  field  which 
few  men  can  hope  to  cover  well.  The  tendency  in  the 
future  will  certainly  not  be  in  the  direction  of  broader 
fields  of  work,  but  rather  in  the  direction  of  more  inten- 
sive specialization,  in  order  that  work  may  be  more 
carefully  done.  What  we  now  call  rural  economics 
covers  too  much  groimd,  even  without  including  farm 
management.  It  will  be  broken  up  into  a  number  of 
subjects  —  such  as  land  problems,  marketing  of  farm 
products,  rural  credits,  cooperation,  perhaps  others. 
Any  one  of  these  subjects  will  furnish  ample  material 
for  a  college  course.  Professor  Ely  has  seen  the  im- 
portance of  land  problems,  for  instance,  and  has  done 
much  to  turn  the  attention  of  economists  in  this  direc- 
tion. There  is  no  reason  why  land  problems  should  not 
prove  as  important  as  railway  problems,  or  banking,  or 
taxation,  or  public  utilities.  In  fact  land  problems,  not 
only  in  point  of  investment  and  number  of  people  con- 
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cemed,  but  also  in  importance  to  the  future  of  the 
nation,  are  more  important  than  any  of  the  other  sub- 
jects mentioned.  Marketing  is  a  subject  so  bioad  that 
no  man  can  cover  it  well  in  all  its  aspects;  and  it  is 
significant  that  the  best  general  treatises  on  marketing 
of  farm  products  have  been  written  by  economists  of 
no  particular  training  in  agriciilture  or  farm  man- 
agement. 

In  conclusion  then,  the  tendency  of  the  future  should 
not  be,  and  will  not  be,  to  combine  economic  and  agri- 
cultural matters  in  any  composite  course  on ''  farm 
economics."  The  tendency  will  be,  not  only  to  sep- 
arate rural  economics  and  farm  management,  but  even 
to  split  rural  economics  up  into  a  number  of  subjects  or 
courses.  In  several  institutions  this  is  abready  being 
done. 

John  Ise. 

Univebsitt  of  Kansas. 
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I.  Review  of  1916-17 

In  a  previous  number  of  the  Qiuirterly  Journal  of 
Economics  (vol.  xxxii,  February,  1918)  a  review  was 
presented  of  the  government's  relations  with  the  news- 
print paper  manufacturers  during  the  years  1916  and 
1917.  The  present  article  continues  the  story  of  these 
relations  through  the  years  1918  and  1919.  In  the 
former  article  it  was  shown  that  the  rising  prices  of  news- 
print paper  in  1916  led  to  an  investigation  of  the  causes 
by  the  Federal  Trade  Commission  and  the  institution 
of  proceedings  by  the  Department  of  Justice  which  re- 
sulted in  the  indictment  of  seven  of  the  leading  manu- 
facturers \mder  the  criminal  provisions  of  the  Sherman 
Law.  It  was  also  shown  that  when  the  case  came  to 
trial  in  November,  1917  a  settlement  was  reached,  ac- 
cording to  which  several  of  the  individual  defendants 
entered  a  plea  of  nolo  contendere^  were  fined  nominal 
amounts,  and  signed  an  agreement  with  the  Attorney 
General,  acting  as  trustee  for  the  publishers  of  the 
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Uniled  Suues.  wliich  junfaonied  Ae  Fedenl  Thide 
Coomnaaoo  to  fix  dnr  iiMiiiiiHini  pnees  and  tmnB  of 
fl^e  f  or  the  dnrmsiao  of  the  wmr  and  tliiee  monti^ 
after.  Tbe  fmrfmp  of  the  Conmuaaan  woe  sobject  to 
review  bjr  the  Umted  Stales  Cirnnl  JiMlgeB  for  the 
Second  Cireoh  iqion  the  leqaesl  of  either  pnity  to  the 
agreement.  Ptoviaon  was  also  made  in  the  agreement 
for  the  icadjifitment  of  prices  iqion  applieaticm  to  the 
CommisBion  bv  either  party. 

It  dioukl  be  noted  that  in  this  case  the  Fedoal  Trade 
CommiasioDns  acted  as  arlxtrators  and  the  CSrcoit 
Court  Judges  as  reviewing  arlxtratois  by  consoit  and 
not  under  any  powi»s  granted  them  by  law.  The 
proceeding  was  ^choDy  idthout  i»ecedent,  being  an 
emergency  measure  intended  to  bridge  over  a  difBcuIt 
atuation  during  the  war. 

On  account  of  the  pro\i5ion  for  a  judicial  review  of 
their  findings^  it  was  necessary  for  the  C<»nmisBi(xm8 
to  proceed  fonnally  to  take  testimixiy  by  the  examina- 
tion and  cross-examination  of  witnesses  according  to  the 
existing  rules  of  evidence.  This  consumed  a  great  deal 
of  time  and  resulted  in  a  voluminous  record.  A  large 
number  of  witnesses  were  produced  by  the  manufac- 
turers and  publishers  and  the  Conmussion  also  found  it 
necessary  to  call  and  examine  \'arious  witnesses  oi  its 
own,  especially  the  accountants  and  agents  who  ob- 
tained the  costs  of  the  manufacturers. 

II.    E^-ENTS  OF  191S-19 

The  hearings  proper  began  on  January'  7,  1918  and 
after  several  lapses  were  concluded  on  June  5,  by  oral 
argument  of  counsel.  The  Commission  annoimoed  its 
award  on  June  18,  fixing  the  mATim^iTn  base  price  of 
S3. 10  per  hundred  pounds  or  S62.00  per  ton  for  standard 
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roll  news  in  car  lots  f.  o.  b.  mill,  effective  as  of  April  1, 
1918,  with  differentials  for  sheet  news  and  less  than  car- 
lot  shipments.  The  manufacturers  then  petitioned  tiie 
Circuit  Judges  for  a  review  of  this  award  and  also  filed 
an  application  with  the  Conunission  for  a  readjustment 
of  the  base  price  for  the  months  of  May,  June,  and  July. 
The  Circuit  Judges  heard  the  arguments  of  counsel  on 
Aiigust  14  and  15,  and  annoimced  their  findings  on 
September  25,  increasing  the  base  price  of  $3.10  fixed 
by  the  Commission,  to  $3.50  per  hundred  pounds  or 
$70.00  per  ton.  The  Commission,  on  July  29  and 
30,  heard  the  evidence  of  the  manufacturers  regarding 
the  increases  in  labor,  freight,  and  wood  costs  since 
April  1.  On  October  18,  shortly  after  the  announce- 
ment of  the  Court's  findings  as  to  the  base  price,  the 
Commission  issued  a  supplementary  award.  The 
April  price  of  $3.50  fixed  by  the  Court  was  increased  to 
$3.63i  per  hundred  pounds  or  $72.65  a  ton,  for  the 
months  of  May  and  Jime  so  as  to  cover  increases  in 
wages  granted  by  the  National  War  Labor  Board.  For 
July  and  subsequent  months  the  price  was  increased  to 
$3.75J  per  hundred  pounds  or  $75.00  a  ton  to  cover 
increases  in  freight  rates  ordered  by  the  United  States 
Railroad  Administration,  effective  June  25.  No  ad- 
vance in  price  was  allowed  for  alleged  increases  in  wood 
costs,  since  it  appeared  from  the  award  of  the  Circuit 
Judges  that  this  matter  had  been  taken  into  con- 
sideration in  fixing  the  base  price. 

Information  subsequently  developed  by  similar  pro- 
ceedings in  Canada  led  the  publishers  to  believe  that 
these  increases  granted  by  the  Commission,  based  upon 
evidence  of  what  they  would  amoimt  to  per  ton  of  paper 
for  two  companies,  were  not  justified  by  the  actual 
costs  of  manufacture  of  all  the  companies  parties  to  the 
agreement.    Therefore  in  December,  1918,  they  filed 
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petitioiis  with  the  Att<»iiey  G^ienJ  and  the  Commb- 
skm  lequestmg  a  reop^iiiig  of  the  case  and  a  review  of 
the  ^de  proceeding  back  to  Aiml  1,  1918.  The  At- 
torney G^iend,  acting  as  trustee  for  the  publishers, 
under  date  of  January  21,  1919  requested  the  Commis- 
sion to  make  an  investigation  and  determination  of  new 
prices  and  tenns  of  sale  beginning  with  August  1,  1918. 
He  did  not  request  a  rec^iening  of  the  case  prior  to  this 
date. 

Two  hearings  were  held  on  the  application  of  the 
Attorney  G^ieral  and  that  of  the  publishers.  After  the 
first  hearing  the  Commission  decided  that  it  could  not 
go  back  of  August  1,  1918  and  do  over  what  it  had  al- 
ready done.  And  after  the  second  hearing  the  Com- 
mission declined  to  reop^i  the  case  even  bq^inning 
with  August  1,  on  the  ground  that  its  finances  would 
not  permit  the  expenditure  of  the  funds  necessary  to 
obtain  the  costs  of  manufacture.  Subeequmtly  the 
Attorney  General  petitioned  the  Circuit  Judges  to  re- 
view the  Commission's  suppl^nentary  award,  a  step 
which  logically  should  have  preceded  a  new  proceeding 
by  the  Commission.  The  Judges  heard  counsel  for  the 
publishers  and  manufacturers  on  October  6,  1919,  and 
on  November  3  announced  their  decision,  imanimously 
approving  the  supplementary  award.  This  probably 
ends  the  case  as  far  as  the  government  is  concerned,  for 
the  agreement  expires  three  months  after  peace  is  pro- 
claimed. In  most  cases  the  publishers,  in  Tn5ilring  eon- 
tracts  with  signatory  manufacturers  for  the  year  1920, 
have  waived  their  rights  under  the* agreement,  miilring 
uimecessary  any  f  luther  determination  of  prices. 
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III.  Character  of  Evidence 

The  testimony  taken  by  the  Commission  in  these 
proceedings  covered  a  wide  range  of  subjects  and  con- 
tained a  mass  of  valuable  information  on  the  newsprint 
industry. 

Among  the  witnesses  for  the  manufacturers  were 
officers  of  the  signatory  and  other  companies,  represen- 
tatives of  appraisal  companies,  hydraulic  engineers  and 
other  technical  experts,  pulp  wood  operators,  account- 
ants, etc.  Among  the  publishers' witnesses  were  several 
of  the  larger  publishers,  efficiency  and  technical  experts, 
economists,  and  woodsmen.  The  Commission's  witnesses 
included  the  paper  expert  of  the  Bureau  of  Standards, 
the  Chief  Forester  of  the  United  States  Forest  Service, 
the  Chief  Engineer  of  the  Ontario  Hydroelectric  Com- 
mission, the  General  Manager  of  the  Anglo-Newfound- 
land Development  Company,  paper  mill  engineers, 
several  of  its  own  agents  who  had  investigated  pulp- 
wood  costs,  and  the  accountants  who  had  obtained  the 
cost  of  manufactiure  at  the  mills.  The  smaller  publishers 
presented  evidence  regarding  the  differential  that 
should  be  allowed  for  dieet  newsprint,  and  the  paper 
merchants  presented  evidence  regarding  the  margin  of 
profit  that  should  be  allowed  on  the  resale  of  paper  in 
large  and  small  lots.  Unfortunately  this  valuable 
stenographic  record  was  too  voluminous  to  be  printed; 
but  being  a  public  dociunent  it  is  accessible  to  those 
interested.  In  the  last  analysis  the  question  of  price 
sifted  down  practically  to  three  fundamental  proposi- 
tions: (1)  cost  of  manufacture,  (2)  investment  in  the 
business  and  (3)  rate  of  profit  that  should  be  allowed  on 
investment.  It  is  the  purpose  of  this  review  to  discuss 
these  propositions.    In  addition  to  the  question  of  price 
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there  was  the  question  of  tenns  of  contnct,  wfaidi  in- 
volved a  consideration  of  title,  and  the  qiedfieatioiis  for 
wa^t  of  paper,  moisture  content,  and  other  tedinical 
matters. 


rv.  Cost  of  Manutactube 

From  the  beginning  of  the  proceedings  it  was  lealiied 
that  cost  of  manufacture  would  be  the  basis  for  fixing 
prices.  The  Conmussion  tried  to  obtain  accurate  cost 
figures  by  sending  out  schedules,  but  when  this  failed 
a  firm  of  accountants  was  employed  to  make  a  thoro 
examination  of  the  records  of  the  companies.  Hie 
manufacturers  also  employed  a  firm  of  accountants  to 
prepare  cost  statanents  for  them.  The  two  accounting 
firms  then  compared  the  figures  acquired  independently 
and  agreed  upon  the  principles  that  should  apply  in 
making  up  the  cost  reports  for  the  record.  This  greatly 
reduced  the  size  of  the  record  and  the  time  required 
for  the  examination  and  cross-examination  of  the  ac- 
countants. The  publishers,  not  being  in  a  positicm  to 
furnish  cost  figures,  confined  their  efforts  mainly  to 
pointing  out  by  cross-examination  of  witnesses  the 
significance  from  their  standpoint  of  the  figures  put  in 
evidence. 

The  accounting  principles  agreed  upon  and  adopted 
by  the  accountants  may  be  briefly  summarized  as 
follows.  1.  All  intercompany  or  interdepartmental 
rentals  and  profits  or  losses  should  be  eliminated  —  in 
other  words  that  there  should  be  a  consolidated  cost 
statement  covering  the  total  newsprint  operations  of 
each  company  regardless  of  how  conducted.  2.  Interest 
on  investment  as  well  as  income  and  excess  profit  taxes 
should  be  excluded  from  cost.  3.  Replacements  and 
new  construction  should  be  treated  as  capital  charge^ 
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and  excluded  from  costs.  4.  The  following  stumpage 
charges  should  be  allowed  in  the  cost  of  pulp  wood: 
(a)  For  wood  cut  on  crown  lands  by  Canadian  com- 
panies $2.00  a  cord.  (6)  For  wood  cut  on  own  lands 
S2.40  per  cord  for  the  International  Paper  Company,  and 
from  $1.88  to  $1.96  per  cord  for  the  Minnesota  and 
Ontario  Power  Company.  5.  A  depreciation  charge 
should  be  allowed  in  costs,  based  on  a  rate  of  5  per  cent 
on  the  investment  in  depreciable  property  and  amount- 
ing to  about  $3.20  per  ton  of  newsprint  paper.  6.  That 
general  and  administrative  expenses  should  be  distrib- 
uted, as  far  as  possible,  over  the  various  products  manu- 
factured, according  to  the  cost  of  manufacture  and  not 
according  to  tonnage.  ) 

It  was  necessary  for  the  larger  companies  to  make  a 
consolidated  cost  statement  because  they  conducted 
some  of  their  operations  through  subsidiaries  and  trans- 
ferred wood  and  pulp  from  one  company  or  department 
to  another  at  arbitrary  figures  which  usually  contained 
some  profit.  The  International  Paper  Company,  for 
instance,  operated  five  woodland  subsidiaries,  two  news- 
print manufacturing  subsidiaries,  and  various  other 
minor  subsidiaries,  and  transferred  pulp  from  one  mill 
to  another  quite  extensively.  The  elimination  of  inter- 
company and  transfer  profits  and  the  elimination  of 
replacements  and  new  construction  from  the  costs  of 
this  company  resulted  in  a  reduction  of  about  $8.00  per 
ton  in  the  actual  cost  of  manufactiu^;  the  elimination 
of  bond  interest  resulted  in  a  further  reduction  in  the 
costs  as  shown  by  their  books.  Thus  while  the  company 
claimed  a  profit  on  newsprint  of  about  $7.50  per  ton  for 
the  year  1917  the  revised  figures  showed  an  actual  profit 
of  about  $16.50  per  ton.^ 

1   The  profit  or  net  income  shown  by  the  accountant's  reports  is  what  is  left  after 
deducting  all  expenses  incurred  in  connection  with  the  manufacture  and  sale  of  i 
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The  stumpage  charges  on  pulp  wood  cut  from  owned 
woodlands  and  crown  land  limits  were  ipchided  hs 
the  accountants  in  their  costs  because  the  vak»  d 
woodlands  could  not  be  determined  with  any  degree  d 
certainty  without  a  very  extensive  and  costly  investigih 
tion.  It  had  therefore  to  be  eliminated  frmn  the  total 
investment  in  the  business.  The  method  adopted  by 
the  accountants  in  a  similar  proceeding  in  Canada  was 
followed  in  this  respect. 

Counsel  for  the  manufacturers  contended  that  pul^ 
wood,  regardless  of  how  obtained,  should  be  charged  into 
cost  at  the  market  price.  They  sou^t  by  the  testimony 
of  a  considerable  number  of  lumber  men  to  estaUiah 
what  the  market  price  was  in  Canada  and  in  the  United 
States.  On  the  basis  of  this  testimony  they  demandeda 
stumpage  charge  of  $4.00  a  cord  for  the  United  States 
companies  and  $3.00  a  cord  for  the  Canadian  companies. 
In  the  case  of  the  United  States  companies  which  had 
purchased  their  wood  lands  the  justice  of  including  a 
stumpage  charge  in  the  wood  costs  was  generaUy  ad- 
mitted. There  was,  however,  some  difference  of  opinion 
as  to  what  this  charge  should  be.  The  publishers  in- 
sisted that  it  should  only  be  sufficient  to  amortize  the 
original  investment  and  carrying  charges  of  woodlands 
which  they  had  purchased. 

The  Canadian  companies  obtained  their  pulp  wood 
from  cro^Ti  lands  at  from  40  to  63  cents  per  cord  as  cut. 
The  publishers  objected  to  the  $2.00  stumpage  charge 
which  the  accountants  included  in  their  costs  on  the 
ground  that  the  rights  to  cut  cro\\^  land  wood  granted 
by  the  Canadian  government  cost  the  manufacturers 
nothing  and  therefore  there  was  no  investment  to  amor- 
tize.    This  objection  was  sustained  by  the  Circuit 

print  pftper  but  before  dcductinc  ineome  and  ezccn  profit  taxes,  leeuvee  for  eontitt- 
.  interest  on  bonds,  dividends. 
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Judges,  who  in  reviewing  the  Commission's  findings 
eliminated  the  $2.00  charge  from  the  costs  of  the  Cana- 
dian companies  before  computing  an  average  cost.  But 
in  the  case  of  the  two  United  States  companies  they 
stated  that  $2.00  a  cord  was  less  than  the  market  rate, 
indicating  that  this  was  not  an  unreasonable  stumpage 
charge  to  include  in  their  costs. 

The  depreciation  charge  allowed  by  the  accountants, 
based  on  a  rate  of  5  per  cent  on  the  investment  in  de- 
preciable property,  was  converted  to  a  tonnage  basis  in 
order  to  make  it  uniform.  It  amounted  to  $1.00  a  ton 
on  ground  wood  pulp,  $2.00  a  ton  on  sulphite  pulp  and 
$2.00  a  ton  on  paper,  making  a  total  of  about  $3.20  a 
ton  if  applied  entirely  to  the  finished  product  of  a  com- 
pletely integrated  mill.  Counsel  for  the  publishers  made 
no  serious  objection  to  this  charge,  but  pointed  out  that 
if  one  of  the  companies  had  depreciated  its  properties 
continuously  at  this  rate  some  of  its  mills,  which  were 
from  twenty  to  forty  years  old,  would  have  been  en- 
tirely written  off  the  books  by  the  year  1918. 

Altho  costs  were  presented  for  each  month  of  1917, 
the  determining  costs  in  fixing  prices  were  those  for 
January,  February,  and  March,  1918,  the  three  months 
immediately  preceding  the  effective  date  of  the  new 
prices.  As  a  starting  point  the  Commission  figured  the 
average  costs  of  each  of  the  companies  for  these  three 
months.  They,  however,  first  made  an  allowance  of 
25  per  cent  for  the  cost  of  new  wood  —  the  1917-18  cut 
—  in  the  case  of  two  of  the  largest  companies  whose 
record  showed  that  they  would  be  on  practically  a  new 
wood  basis  beginning  April  1, 1918,  when  the  new  prices 
became  effective.  Having  made  this  adjustment  the 
Commission  found  that  the  costs  of  the  several  com- 
panies ranged  from  about  $46.00  a  ton  for  the  lowest 
to  about  $62.00  a  ton  for  the  highest.    The  highest  cost 
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erjunpaiij,  iiow«?T«r.  vs§  azuJl  and  doc 
and  was  tiKn?f on^  isKhided  bodi  trr  die  Cc 
and  lattf  by  tfae  Cnrmt  Judges  from  their 
tiofM.  But  the  vanatiofi  in  cost  after  mrhnfing  tius 
tfmvptikj  and  allowing  for  the  inrreased  wood  cosi  sifll 
MMnrjimted  to  more  than  $10.00  a  ton«  Tnakfng  the  adop- 
tion of  an  average  cost  for  all  companies  onaatiBfactofj 
an  a  basu  for  fixing  a  price.  The  CommisacMi  therefcve 
decided  to  base  the  price  on  the  costs  of  the  two  hige 
hij^  cost  United  States  companies,  wiiose  combined  out- 
put equaled  neariy  half  of  the  total  tonnage  invohred 
They  believed  that  this  method  would  be  fairer  and 
would  also  avoid  some  of  the  difficulties  invcrfved  in  the 
average  method.  The  court,  however,  in  revkwing  the 
ease  computed  an  average  cost  of  S50.25  per  ton  for 
ei^t  companies  as  a  basis  of  price,  after  excluding  the 
stumpage  charge  of  $2.00  a  cord  on  crown  land  wood 
and  apparently  including  an  allowance  for  increased 
wood  costs  after  April  1.  The  average  method  was 
also  employed  by  Commissioner  Pringle  in  fixing  the 
price  in  Canada,  altho  objected  to  by  coimsel  for  the 
manufacturers  as  unfair  to  the  high  cost  companies. 
In  fact  the  Canadian  price  fixed  by  this  method  allowed 
very  little  profit  to  several  of  the  highest  cost  mills. 

V.  Investment 

The  determination  of  what  was  a  fair  investment  in 
the  buHiness  was  undoubtedly  the  most  difficult  prob- 
lem encountered  in  the  proceeding.  This  was  due  not 
only  to  the  lack  of  accurate  data  on  the  cost  of  con- 
struction and  value  of  plants  but  also  because  of  the 
conflicting  views  of  counsel  as  to  the  principles  that 
should  apply.  On  account  of  consolidations  and  reor- 
ganisations  which  had  occurred  the  actual  cost  of  eon- 
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structing  a  mill  could  not  be  obtained,  except  in  the 
case  of  two  or  three  Canadian  companies. 

Coimsel  for  the  manufacturers  contended  that  while 
the  manufacture  of  newsprint  paper  was  not  a  public 
utility  or  even  vested  with  a  public  interest,  the  prin- 
ciples established  by  courts  and  commissions  in  rate 
making,  taxation  and  condemnation  cases  should  apply 
in  determining  what  was  a  fair  investment  in  the  news- 
print mills.  They  argued,  therefore,  that  they  were 
entitled  to  a  just  and  reasonable  rate  of  return  upon  the 
value  of  the  property  at  the  time  of  its  use.  In  deter- 
mining the  value  of  plant  and  equipment  they  contended 
that  the  reproduction  value  new  as  shown  by  appraisals 
and  not  the  original  cost  of  construction  was  the  correct 
investment  basis. 

Counsel  for  the  publishers  took  the  opposite  view  and 
denied  that  principles  established  by  the  courts  in  public 
utility  cases  had  any  application  whatever  to  the  deter- 
mination of  investment  in  a  competitive  industry  such 
as  this.  They  also  pointed  out  the  apparent  inconsist- 
ency in  the  argument  of  the  manufactiurers  that  public 
utihty  principles  should  apply  in  determining  invest- 
ment but  should  not  apply  in  determining  what  was  a 
fair  rate  of  profit  on  investment  for  the  newsprint  mills. 

The  biurden  of  proof  as  regards  investment  rested  with 
the  manufactiurers  and  they  supplied  figures  showing 
the  appraisal  value  of  some  mills,  the  book  value  of 
others,  and  in  two  or  three  cases  the  actual  cost  of  con- 
struction. On  the  basis  of  these  figures  they  claimed 
that  a  fair  valuation  for  plant  and  equipment  was  at 
least-  S25,000  per  ton  of  daily  capacity,  to  which,  follow- 
ing public  utiiit;^  decisions,  there  should  be  added  10  or 
15  per  cent  for  going  value  and  something  for  water 
rights,  and  also  from  $10,000  to  $12,000  per  ton  of  daily 
capacity  for  working  capital.    In  their  brief  filed  with 
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the  Circuit  Judges  >  counsel  for  the  manufacturers  gave 
the  following  sununaiy  of  fhdr  claims: 

We  conclude  our  discuasion  oi  this  phase  oi  the  evidence  by  stat- 
ing that  we  are  amply  justified  in  claiming  that  we  have  provu 
with  reasonable  certainty  that  the  value  oi  the  average  invesbnent 
of  the  parties  to  this  inquiry,  upon  whidi  they  are  mtitled  to  a  just 
and  reasonable  rate  of  return,  is  as  foDows: 

PtT  daaHy  torn  mpMMtf 

Newsprint  paper  plant  and  water  power  develop- 
ment   S27,500 

Going  value 4,675 

Working  capital 12,000 

Total $44,175 

The  publishers  contended  that  the  appraisals  offered 
by  the  manufacturers  were  made  at  inflated  war  prices 
and  that  the  actual  cost  of  investment  for  plant  and 
equipment  was  not  over  $18,000  per  ton  of  daily  capac- 
ity, on  the  average,  to  which  should  be  added  about 
$6,000  for  working  capital.  They  opposed  the  additi(m 
of  an}rthing  for  going  value  and  water  rights,  so  that  the 
fair  investment  figure  from  their  standpoint  was  about 
$24,000  per  ton  of  daily  capacity.  In  their  brief  before 
the  Court,  counsel  for  the  publishers  failed  to  explain 
their  position  on  this  point. 

The  Commission,  apparently,  was  not  greatly  im- 
pressed by  the  legal  argmnent  of  counsel  for  the  manu- 
facturers in  support  of  the  appUcation  of  pubhc  utility 
principles  to  this  case,  for  in  its  award  it  rejected  the 
proposition  of  adding  10  or  15  per  cent  to  the  invest- 
ment for  going  value,  but  failed  to  indicate  what  invest- 
ment figure  it  took  or  to  establish  clearly  what  principles 
it  adopted.  The  Circuit  Judges  in  their  award  uphdd 
the  manufacturers  completely,  ruling  that  in  this  case 

>  Before  the  United  States  Circuit  Judges  for  the  Second  Circuit  in  the  matter  of  the 
iaqttiry  to  determine  the  Selling  Price  of  NewsiMint  Paper,  etc.  Brief  for  the  Bfaau- 
iMturers,  p.  60. 
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the  principles  laid  down  in  public  utility  cases  should 
apply  as  far  as  possible,  and  setting  up  as  a  proper  in- 
vestment basis  $25,000  for  plant  and  equipment,  $2,500 
(10  per  cent)  for  going  value  and  $12,000  for  work- 
ing capital,  making  a  total  of  $39,500  per  ton  of  daily 
capacity. 

VI.  Rate  of  Profit  on  Investment 

The  positions  taken  by  the  manufacturers  and  pub- 
lishers with  respect  to  what  was  a  fair  rate  of  profit  on 
the  investment  were  as  divergent  as  in  the  case  of  the 
investment  itself.  Witnesses  produced  by  the  manu- 
facturers testified  that  from  12  to  20  per  cent  was  a 
fair  return  for  industrial  enterprises  and  considering 
the  hazards  of  the  newsprint  industry  20  per  cent  was  a 
reasonable  profit.  Witnesses  produced  by  the  pub- 
lishers on  the  other  hand  recommended  8  or  10  per  cent 
as  being  a  liberal  return  on  investment  for  a  business  of 
this  character.  On  the  basis  of  an  investment  of  $40,- 
000  per  ton  of  daily  capacity  the  20  per  cent  profit 
demanded  by  the  manufacturers  required  the  addition 
of  $26.67  to  the  costs,  making  a  price  of  at  least  $80.00 
a  ton,  while  the  investment  and  profits  proposed  by 
the  publishers  justified  a  price  of  from  $50  to  $55  a  ton. 

The  Commission  in  arriving  at  what  was  a  fair  rate 
of  profit  sought  to  avoid  the  two  extremes  but  was 
strongly  impressed  with  the  fact  brought  out  in  the 
course  of  previous  investigations  that  none  of  the  manu- 
facturers, parties  to  the  agreement,  prior  to  1917  had 
ever  earned  as  much  as  $10.00  a  ton  profit.^  The  Circuit 
Judges  in  reviewing  the  case  adopted  the  rate  of  15  per 
cent  as  fair  and  reasonable,  and  on  this  basis  added 
$19.75  a  ton  profit  to  the  average  cost  of  $50.25,  which 

*  See  CommiasioD'B  Supplemental  Findiocs  in  the  matter  of  the  Sellins  Price  of 
Newsprint  Paper.  October  19,  1918,  p.  3. 
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diey  had  computed;  nuiking  a  total  of  $70,00  a  ion  or 
S3^perlOOIb6.a8affuri»oe.  Hub  rate,  while  fibenl 
could  not  be  regarded  as  exoeasive,  but  figured  oo  tiie 
hi^  inTestment  basis  adc^yted  bjr  the  Court,  it  pro- 
duced a  profit  per  tcm  almost  double  that  which  any 
of  the  ccHnpanies  earned  during  the  years  1913-16  in- 
clusive, and  larger  than  that  earned  by  any  of  the 
companies  for  the  year  1917,  whidi  was  odb  of  unpre- 
cedented proqierity  for  the  newsprint  industry.  In 
fact,  the  range  of  profits  per  ton  for  this  year  was  from 
t9.50  to  $19.43  with  an  average  for  the  ei^t  oonqianies 
of  about  $14*50,  or  about  $5.00  a  Um  less  than  the 
Court's  figure. 

VII.  Results  of  Price  Fixino 

The  Commission  in  its  award  rejected  legal  theories 
and  undertook  to  apply  economic  principles.  The 
Circuit  Judges,  however,  arrived  at  their  award  by  a 
ciuious  mixture  of  legal  and  economic  reasoning.  Th^ 
regarded  the  newsprint  industry  as  a  public  utility  in 
determining  investment,  but  recognized  that  they  were 
dealing  with  a  competitive  industry  in  fixing  the  rate  of 
profit  on  investment.  They  stood  for  the  appraised 
value  of  plant  and  equipment  in  determining  invest- 
ment, but  would  not  allow  the  market  price  of  pulp 
wood  to  be  used  in  determining  the  cost  of  pulp  and 
paper. 

The  Commission  based  its  price  upon  the  costs  of  the 
two  large  marginal  mills  whose  product  was  essential 
The  Court  used  an  average  cost  of  eight  companies  as  a 
basis,  but  escaped  the  diflBculties  resulting  from  the  wide 
variation  in  costs  by  adding  to  it  a  large  enough  profit 
j)er  ton  to  give  even  the  two  marginal  mills  more  than 
they  had  previously  earned. 
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The  difference  between  the  views  of  the  Court  and  the 
views  of  the  Commission  with  respect  to  investment 
undoubtedly  accounts  for  most  of  the  difference  in  the 
prices  which  they  fixed.  The  Commission's  attitude 
may  have  been  influenced  by  the  fact  that  it  was  fur- 
nishing the  War  Industries  Board  with  costs,  on  which 
prices  were  fixed,  for  a  niunber  of  important  commodi- 
ties such  as  steel,  copper,  Imnber,  hides  and  leather,  and 
the  Chairman  of  the  Commission  was  a  member  of  the 
Committee  which  fixed  these  prices.  Before  this  Price 
Fixing  Committee,  legal  principles  and  court  decisions 
found  no  place.  Prices  were  fixed  according  to  the 
deliberate  judgment  of  a  group  of  able  men  after  a  full 
examination  of  the  facts.^ 

The  Circuit  Judges,  however,  were  not  influenced  by 
the  government  policy  with  respect  to  price  fixing  during 
the  war.  In  deiding  with  this  as  a  public  utility  case,  in 
so  far  as  the  question  of  investment  was  concerned,  they 
arrived  at  a  price  which  seemed  incompatible  with  the 
circiunstances  giving  rise  to  the  procecKling  and  which 
yielded  profits  quite  in  excess  of  those  previously  ob- 
tained in  the  industry. 

The  outcome  of  the  case  may  be  regarded  as  a  com- 
plete victory  for  the  manufacturers.  They  escaped  trial 
for  the  violation  of  the  Sherman  Law  by  signing  the 
agreement  with  the  Attorney  General,  and  succeeded  in 
getting  a  price  for  their  product  at  least  as  high  if  not 
higher  ihaxi  they  would  have  obtained  if  there  had  been 
no  proceeding  of  any  kind.  One  of  the  companies  which 
obtained  for  the  year  1918  an  average  price  of  about 
$3.50  per  100  pounds  was  willing  to  contract  and  did 
make  a  number  of  annual  contracts  at  the  beginning  of 
the  year  for  $3.15.    Furthermore,  the  maximum  price  of 

>  See  F.  W.  Taussig.  *'  Prioe-Flzins  m  seen  by  %  Prioe-Fizer/'  QuArt«riy*Joanua  of 
EooDomioB,  ToL  zxxiii,  p.  205. 
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9S.75i  fixed  by  the  Commission  as  of  July  1,  1918  rep- 
resented about  the  market  at  the  end  of  the  year  when 
the  annual  contracts  for  1919  were  made.  In  fact  some 
of  the  Canadian  manufactiu^rs,  parties  to  the  agree- 
ment, offered  contracts  for  the  year  1919  at  less  than  this 
price. 

Viewed  from  the  standpoint  of  the  public  the  results 
obtained  in  this  proceeding  hardly  seem  commensurate 
with  the  expense  of  several  hundred  thousand  dollars 
to  which  the  publishers,  manufactiu^rs,  and  govern- 
ment were  put.  It  is  now  generally  recc^nized  that  the 
long  fight  between  the  publishers  and  paper  manu- 
facturers has  worked  a  positive  injury  to  both.  Govern- 
ment investigations  and  price  fixing  during  the  war 
undoubtedly  tended  to  discourage  and  retard  the  expan- 
sion of  the  industry.  This  was  particularly  true  of  the 
prices  fixed  by  the  Canadian  government,  which  were 
somewhat  lower  than  those  established  in  the  United 
States.  During  recent  months  the  revival  of  business 
and  the  excess  profits  tax  have  stimulated  such  a  volume 
of  advertising  and  consequently  such  a  demand  for  print 
paper  that  the  capacity  of  existing  mills  has  been  en- 
tirely inadequate  to  cope  with  the  situation.  As  a  result 
we  are  now  witnessing  a  paper  shortage  and  famine 
prices  which  eclipse  anything  that  occurred  during  the 
war.  It  is  to  be  hoped  that  manufactiurers  and  pub- 
lishers have  profited  by  their  experiences  and  that  here- 
after they  will  cooperate  more  closely  to  develop  and 
maintain  a  supply  of  paper  adequate  to  the  country's 
growing  needs.  If  they  do,  then  the  long  and  expensive 
fight  will  not  have  been  entirely  without  beneficial 
results. 

E.  O.  Merchant. 

Chicago,  III. 
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THE  SCOPE  AND  NATUBE  OF  THE 
LABOR  TURNOVER  PROBLEM 

SUMMARY 

I.  The  issue,  329.  —  II.  Criticism  of  prevailing  methods  of  comput- 
ing replacements,  331.  —  III.  Analysis  of  the  case  for  the  replacement 
concept,  335.  —  IV.  The  case  against  the  replacement  concept,  340. 


The  definition  and  computation  of  labor  turnover  are 
undoubtedly  not  the  most  important  phases  of  the  turn- 
over problem.  Nevertheless  a  distinct  divergence  of 
opinion  has  recently  arisen  over  the  meaning  of  labor 
turnover  which  has  significance  beyond  that  of  defini- 
tion. It  represents  a  difference  in  point  of  view  con- 
cerning the  scope  and  nature  of  the  turnover  problem 
itself  and  involves  a  tendency  to  take  a  subdivision  of 
the  fundamental  problem  under  investigation  and  to 
treat  it  as  the  fundamental  problem  itself.^ 

From  the  outset  more  or  less  ambiguity  has  attached 
to  the  meaning  of  labor  turnover.  The  more  general 
view  appears  to  have  been  that  turnover  embraces  all 
separations  in  a  force  regardless  of  cause.  The  Roches- 
ter Conference  of  Employment  Managers  in  May,  1918, 
embodied  this  meaning  in  its  standard  definition  of 
tiunover.    The  Bureau  of  Labor  Statistics  has  followed 

>  This  divergence  of  opinion  is  represented  in  the  following  recent  articles:  Emmet, 
**  Nature  and  Computation  of  Labor  Turnover,"  Joiumal  of  Political  Economy,  vol. 
zzvii,  pp.  105-117;  Briasenden,  Monthly  Labor  Review,  May,  1919,  pp.  65-70,  and 
November,  1919,  pp.  91, 92;  Crum,  "  How  to  Figure  Labor  Turnover,"  Publications  of 
the  American  Statistical  Association,  vol.  zvi,  pp.  361-372;  Douglas,  "  Methods  of 
Computing  Labor  Turnover,"  American  Economic  Review,  vol.  iz,  pp.  402-406; 
Hayes,  "  The  Computation  of  Labor  Turnover,"  American  Eeonomio  Review,  vol. 
iz,  pp.  903-905. 
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the  definition  of  the  Rochester  Conference  in  its  studies 
of  turnover  statistics.  In  accordance  with  this  view  of 
the  turnover,  employment  managers  have  customarily 
divided  turnover  into  three  parts  —  resignations,  lay- 
offs, and  discharges.  This  concept  of  the  turnover  will 
hereafter  be  referred  to  as  the  separation  concept. 

Recently,  however,  a  point  of  view  has  developed 
which  nominally  would  restrict  turnover  only  to  such 
separations  as  are  replaced.  Actually,  however,  as 
analysis  of  the  proposed  methods  of  computing  replace- 
ments shows,  the  proponents  of  the  replacement  con- 
cepts go  farther  than  to  confine  turnover  merely  to 
replacements.  Their  methods  of  computation  entirdy 
eliminate  lay-offs  from  the  turnover  and  include  only 
such  resignations  and  discharges  as  are  immediately 
replaced.  The  replacement  concept  of  the  turnover  is 
developed  in  the  articles  of  Emmet,  Brissenden,  Crum, 
and  Douglas,  above  referred  to. 

Were  "  turnover  "  a  new  and  imknown  word,  having 
acquired  no  power  to  command  attention  and  having 
attached  to  it  no  well  aroused  interest,  the  controversy 
could  be  settled  by  abandoning  "  turnover  "  and  sub- 
stituting two  expressions,  '*  separation  rate  "  and  "  re- 
placement rate.*'  Because  '*  turnover,"  by  reason  of  its 
popularization  and  its  power  to  evoke  attention  and 
interest,  is  too  valuable  to  be  abandoned,  competition 
arises  between  the  two  concepts  for  its  use.  Usage  not 
being  uniform,  one  cannot  speak  of  one  meaning  as  ri^t 
and  the  other  as  wrong;  one  can  simply  conclude  that 
one  meaning  is  preferable  because  it  attaches  the  valu- 
able symbol  to  the  more  important  and  significant  of 
the  competing  concepts.  The  issue  is,  which  of  the  two 
concepts  is  the  more  important  and  significant. 


Digitized  byVjOOQlC 


THE  TURNOVER  PROBLEM  331 


II 


Before  analyzing  the  d^ree  in  which  the  replacement 
concept  of  the  turnover  realizes  the  advantages  claimed 
for  it,  it  is  desirable  to  analyze  the  problem  of  ascertain- 
ing the  niunber  of  replacements. 

The  method  of  computing  replacements  customarily 
recommended  by  the  proponents  of  the  replacement 
concept  is  to  assiune  that  during  periods  of  increaang 
force  all  separations  must  be  replaced  and  hence  that  in 
these  periods  separations  measure  replacements,  and 
that  in  periods  of  decreasing  force  all  hirings  are  replace- 
ments and  hence  that  in  such  periods  hirings  measure 
replacements.^  This  method  involves  two  errors.  The 
more  obvious  and  less  important  is  that  in  periods  of 
increasing  force  all  separations  are  far  from  requiring 
replacement  since  they  may  be  due  to  the  extinction  of 
certain  jobs,  and  that  in  periods  of  decreasing  force  all 
hirings  do  not  necessarily  represent  replacements,  since 
they  may  represent  the  creation  of  new  jobs.  This  is 
partially  seen  by  Mr.  Douglas,  who  would  use,  in  periods 
of  increasing  force,  only  such  separations  as  are  actually 
replaced  to  measure  replacements,  but  who  nevertheless 
insists  that  in  periods  of  decreasing  force  all  hirings 
should  be  taken  as  replacements.^ 

I  This  method  is  proposed  by  Emmet,  Journal  of  Political  Economy,  vol.  xzvii, 
p,  114;  Crum,  Publications  of  the  American  Statistical  Association,  vol.  xvi,  pp.  361, 
370;  and  Brissenden,  Monthly  Labor  Review,  May,  1010,  p.  68.  Mr.  Brissenden 
sees  the  possibility  of  error  due  to  postponed  replacements  but  considers  it  negligible  for 
periods  of  as  long  as  a  month  —  a  view  which  cannot  be  accepted  on  account  of  ths 
seasonal  character  of  most  industries,  which  results  in  the  frequent  postponement  of 
replacements  for  several  months.  Mr.  Brissenden  fails  to  take  account  of  the  fact  that 
even  after  postponed  replacements  have  been  allowed  for,  the  number  of  accessions  in 
the  case  of  a  decreasing  force  and  the  number  of  separations  in  the  case  of  an  inoreasiiic 
force  are  not  neceesarily  replacement  figures. 

*  American  Economic  Review,  voL  ix,  p.  403.  Mr.  Douglas  says:  "  It  is  not  oorreot* 
moreover,  in  the  case  of  a  declining  labor  force  to  deduct  the  positions  vacated  but  not 
replaced  from  number  newly  hired  tince  thoae  newly  hired  have  replaced  eome  vtorkere  «f#n 
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We  may  assume  that  the  above  mentioned  source  of 
error  in  the  computation  of  the  replacement  rate  has 
been  eliminated  —  that  in  measuring  replacements 
during  periods  of  increasing  force  we  take  only  such  sep- 
arations as  are  actually  replaced,  and  during  periods  of 
decreasing  force  only  such  hirings  as  are  actual  replace- 
ments. A  second  source  of  error  still  exists;  namely, 
that  we  are  taking  accoimt  only  of  immediate  replace- 
ments and  are  failing  to  take  accoimt  of  postponed  re- 
placements. If  we  compute  replacements  on  the  basis 
of  the  payroll  period  or  the  month  (as  Mr.  Crum  and 
Mr.  Douglas  suggest)  we  fail  in  the  case  of  an  increasing 
force  to  take  accoimt  of  those  separations  in  one  period 
which  are  replaced  in  another  period.  Further  —  re- 
gardless of  whether  we  compute  replacements  on  the 
basis  of  the  payroll  period  or  the  month,  or  take  each 
entire  period  of  continuous  increase  or  decrease  in  the 
force  as  the  period  within  which  to  compute  replace- 
ments—  we  fail  to  take  into  account  separations 
occurring  in  periods  of  decreasing  force  (when  the  hirings 
actually  representing  replacements  are  taken  as  the 
measure  of  replacements)  which  are  replaced  in  periods 
of  increasing  force  (when  the  actually  replaced  separa- 
tions are  taken  as  measuring  replacements). 

The  error  involved  in  the  failure  to  take  account  of 
postponed  replacements  is  large.  This  is  due  to  the 
more  or  less  seasonal  character  of  most  industries  which 

if  they  have  not  replaced  tAe  particular  onet  whoae  potitiont  are  vacated. ' '  (Italics  are  mine.) 
If  we  suppose  a  plant  which  is  increasing  its  force  in  the  machine  shop  but  decreasinc  its 
force  in  the  foxmdry,  the  net  result  being  a  decrease  in  the  total  force,  it  is  somewhat 
difficult  to  intiagine  with  Mr.  Douglas  that  the  machine  operators  hired  over  and  above 
replacements  are  in  some  manner  replacing  the  moulders  and  foundry  laborers  who  are 
leaving,  and  are  therefore  to  be  treated  as  repUcements  rather  than  as  a  net  addition  to 
the  force.  And  stranger  still  is  the  fact  that  had  the  changes  in  the  force  been  such  as  to 
result  in  a  net  increase  instead  of  a  net  decrease,  the  additional  machine  operators  hired 
over  and  above  replacements  would  not,  according  to  Mr.  Doui^as,  have  been  oon- 
sidered  replacements  of  the  leaving  foundr>'  workers  at  all,  but  replacements  of  foundry 
workers  would  be  determined  by  the  number  of  departing  foundry  workers  who  actually 
were  replaced. 
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means  that  their  forces  expand  and  contract  more  or 
less  r^^ularly  within  the  year  and  that  the  men  who 
leave  or  are  laid  off  toward  the  end  of  the  busy  seasons 
are  replaced,  not  immediately,  but  at  the  b^inning  of 
the  next  busy  season.  Probably  a  majority  of  separa- 
tions which  do  not  require  immediate  replacement 
require  replacement  within  a  very  few  months. 

In  order  to  illustrate  the  error  in  the  omission  of  post- 
poned replacements  we  may  assume  a  case  in  which 
several  moderately  pronoimced  seasonal  fluctuations 
occur  and  compare  the  nimiber  of  immediate  replace- 
ments with  the  total  nimiber  of  replacements.  We  may 
assimie  that  the  year  is  started  and  ended  with  a  force 
of  175 ;  that  in  months  of  increasing  force  all  separations 
are  immediately  replaced;  that  in  months  of  decreasing 
force  all  hirings  represent  replacements  for  separations 
in  the  given  month  and  that  no  new  positions  are  created 
during  the  year,  so  that  all  hirings  represent  either 
immediate  or  postponed  replacements. 


January .  . 
February . , 
March . . . . 

April 

May 

June 

July 

Augufit.  .  . 
September 
October. . . 
November . 
December. 

Totab 


Sise  of  force 

at  end  of 

month 


170 
165 
145 
130 
147 
154 
172 
151 
124 
141 
158 
175 


Hirings 


15 
18 
25 
25 
48 
39 
45 
10 
11 
31 
27 
26 

320 


Separations 


20 
23 
45 
40 
31 
32 
27 
31 
38 
14 
10 
9 


320 


Replaoementa 

aooordingto 

oustomanr 

methods  of 

computation 

15 
18 
25 
25 
31 
32 
27 
10 
11 
14 
10 
9 

227 
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The  method  of  computation  proposed  by  the  pro- 
ponents of  the  replacement  concept  of  the  turnover 
thus  would  tell  the  manager  of  this  plant  that  he  had  to 
hire  227  men  to  maintain  his  force.  Actually,  he  hired 
320,  yet  no  net  increase  in  the  force  occiured  in  the 
course  of  the  year  and  no  new  positions  were  created 
during  the  year.  The  discrepancy  is  due  to  the  fact  that 
in  addition  to  227  immediate  replacements,  there  were 
93  postponed  replacements  of  which  the  customary 
method  of  computation  took  no  account. 

When  we  ask  how  to  compute  correctly  the  number  of 
replacements,  we  find  that  there  are  two  figures  instead 
of  one  in  which  the  management  is  interested: 

1 .  The  niunber  of  replacements  actually  made  during 
a  given  period. 

2.  The  niunber  of  separations  occurring  during  the 
period  which  require,  or  are  anticipated  to  re- 
quire, replacement. 

The  former  figure  includes  both  replacements  of  sep- 
arations occurring  during  previous  periods  and  replaced 
in  the  period  under  observation  and  replacements  of 
separations  occurring  during  the  period  imder  observa- 
tion. The  latter  figure  can  only  be  estimated,  since  no 
one  can  foresee  exactly  how  many  of  the  separations  not 
replaced  in  the  period  under  observation  will  require 
replacement  in  the  future.^  Figures  on  replacements  for 
the  management  should  show  both  the  number  of  re- 
placements actually  made  during  the  period  under 

1  If  the  busieflt  season  of  the  year  comes  at  substantially  the  same  tixn«,  year  aftor 
year,  the  uncertainty  in  estimating  the  number  of  separations  which  will  require  replaofr* 
ment  in  subsequent  years  can  be  reduced  by  taking  for  the  period  of  obeervation«  not  the 
ealendar  year,  but  a  year  ending  about  the  peak  of  the  busy  season.  In  buildinc  up  the 
force  for  the  busy  season  most  separations  of  the  year  not  previously  replaced  are  re- 
plaoed;  and  during  the  first  half  of  the  busy  season  few  separations  occur  which  involfe 
postponed  replacement.  A  year  ending  when  the  force  is  at  the  minimum  ia,  of  ooone, 
the  least  satisfactory  from  the  standpoint  of  estimating  the  number  of  eepAratioai 
which  will  require  subsequent  replacement,  because  it  involves  the  maximum  number  of 
bold-over  replaoements. 
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observation  (subdivided  to  show  the  number  due  to 
separations  in  previous  periods  and  the  number  due  to 
separations  in  the  period  under  observation),  and  the 
niunber  of  separations  occurring  in  the  period  imder 
observation  which  have  required,  or  are  anticipated  to 
require,  replacement  (subdivided  to  show  the  niunber 
actually  replaced  and  the  number  anticipated  to  re- 
quire replacement).  References,  hereafter,  to  replace- 
ments so  computed  as  to  include  all  replacements,  will 
be  to  the  former  of  these  figures  —  replacements  ac- 
tually made  —  imless  from  the  context  reference  is 
clearly  to  the  latter. 

The  period  for  computing  replacements  should  be  not 
less  than  a  year.  This  period  gives  a  complete  seasonal 
cycle  and  hence  should  take  account  of  most  postponed 
replacements.  A  shorter  period  is  likely  to  involve  error 
due  to  failmre  to  take  account  of  all  postponed  replace- 
ments. Compilation  of  provisional  monthly  figures  is 
desirable,  provided  their  limitations  and  their  pro- 
visional character  are  realized.  For  the  reasons  stated 
in  the  previous  footnote,  the  annual  period  selected 
should  be  not  the  calendar  year  but  a  year  ending  at 
about  the  peak  of  the  largest  of  the  several  annual  busy 
seasons. 

Ill 

As  pointed  out  above,  the  proponents  of  the  replace- 
ment concept  of  the  turnover  nominally  advocate  all 
replacements  as  the  measure  of  turnover,  and  support 
the  concept  on  the  assumption  that  all  replacements  are 
being  taken  into  account.  The  arguments  for  the  re- 
placement concept  will  first  be  stated  and  an  analysis 
will  then  be  made  how  far  the  alleged  advantages  are 
realized,  whether  replacements  are  computed  by  the 
methods  proposed  by  the  proponents  of  the  replacement 
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concept  or  whether  all  replacements  are  tak^i  as  the 
measure  of  turnover. 

Three  principal  reasons  are  advanced  in  support  of 
the  replacement  concept: 

1.  The  management  wishes  its  turnover  figures  to  be 
an  indication  of  the  character  of  its  industrial  rdatfanR, 
of  the  degree  of  discontent  within  the  plant.^  InstSr 
biUty  in  the  force  due  to  the  extinction  of  jobs  and 
the  consequent  lay-off  of  men  is  independent  of  the 
condition  of  industrial  relations  and  hence  introduces 
a  distorting  factor  which  causes  separations  to  reflect 
industrial  relations  less  accurately  than  replac^nents. 

2.  The  management  wishes  the  turnover  figures  to 
reflect  the  efficiency  of  the  employment  department  in 
hiring  and  placing  men  and  of  foremen  and  other  execu- 
tives in  handling  them.  Separations  due  to  instability 
of  jobs,  being  independent  of  these  factors,  cause  sep- 
arations less  accurately  than  replacements  to  reflect 
the  efficiency  of  the  emplojrment  department  or  the 
efficiency  of  executives  in  handling  men. 

3.  The  management  is  interested  in  knowing  how 
many  men  it  must  hire  in  order  to  maintain  the  force.* 
Since  the  hiring  and  breaking  in  of  new  men  are  a  cost, 
the  management  wishes  to  know  to  what  d^ree  this 
cost  is  occasioned  by  its  failure  to  hold  its  men  or  to 
provide  them  with  steady  jobs.  Hirings  do  not  give  the 
desired  information  because  they  include  net  additions 


1  £mmet.  Journal  of  Political  Economy.  toL  zzrii,  p.  114,  "  The  < 
tanoe  of  labor-turnover  records  arises  out  of  the  fact  that  tumorer  figurea,  if  properly 
eompiled,  furnish  an  accurate  means  of  gauginc  the  relatire  soundness  of  the  labor 
policies  of  the  organisation.  A  rolume  of  tumorer  larger  than  the  prerailiBK  loeal 
arerage  for  the  industry  may  indicate  decided  dissatisfaction  with  wages,  woricbv  oon- 
ditiooe,  etc.  A  relatirely  low  turnover  may  be  said  to  indicate  the  oppoaitei,  tbat  is  to 
say,  a  fair  degree  of  contentment  among  the  employees." 

*  This  appears  to  be  the  most  important  as  it  is  certainly  the  sovodest  rsMoii  uigiri 
in  support  of  replacements  as  the  meseure  of  tumorer.  It  appean  to  be  tbe  prineipal 
rseecin  why  Mr.  Brisseaden  adrocates  replacements  as  the  measure  of  tuimitet.  **  L*- 
bor  turnover  then,  is  meant  to  refer,  or  at  least  it  ought  to  refer,  to  the  aiiMNBd  of 
labor  leplacemeBt  which  is  found  to  be  necesMuy  in  order  to  maiwfain  a  labor  forea.** 
Monthbr  Labor  Review,  May.  1010.  p.  60. 
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to  the  force.  Separations  do  not  give  it  because  all 
separations  are  not  replaced.  Replacements,  however, 
do  give  the  required  data  since  they  show  the  niunber 
hired  in  order  to  replace  old  employees  who  leave. 

In  r^ard  to  the  first  two  supposed  advantages  of  re- 
placements, that  they  measure  more  accurately  than 
separations  the  degree  of  discontent  within  the  force  and 
the  efficiency  of  the  selection,  placing,  and  handling  of 
men,  it  may  be  that  replacements  measure  one  of  these 
things;  but  it  is  hardly  possible  that  they  accurately 
measure  all  of  them.  So  different  are  the  conditions 
that  if  replacements  measure  one  accurately,  they  can 
hardly  measure  the  others  accurately.  As  a  matter  of 
fact,  replacements,  r^ardless  how  computed,  are  not  a 
reliable  index  to  any  of  the  above  mentioned  conditions. 
On  the  one  hand,  they  reflect  some  separations  which 
have  no  significance  as  evidence  of  the  specific  conditions 
of  which  an  index  is  desired,  and  on  the  other  hand  they 
faU  to  reflect  some  separations  which  are  significant. 
The  degree  of  discontent  in  a  plant,  for  example,  so  far 
as  it  can  be  reflected  by  separations,  is  best  indicated  by 
separations  due  to  various  causes  of  dissatisfaction. 
Lay-offs,  discharges,  and  resignations  for  such  causes 
as  ill-health,  returning  to  old  coimtry,  better  oppor- 
tunity elsewhere,  and  many  others,  are  not  evidence  of 
discontent.^  Since  replacements  reflect  replaced  separa- 
tions regardless  of  the  reason  for  occiurence,  separations 
for  all  of  these  irrelevant  reasons  may  be  reflected  in  the 
number  of  replacements.^    On  the  other  hand,  no  sep- 

1  A  few  diaoliarges  are  evidence  of  diaoontent,  where  the  diaoontent  of  the  worker  is 
re^Kmaible  for  the  misconduct  which  causes  his  discharge.  There  ia  not  a  aharp  distino- 
tion  between  resignationa  on  account  of  better  opportunity  elsewhere  and  resignations 
doe  to  dissatisfaction,  some  resignations  on  account  of  better  opportunity  being  eqaiTtp 
lent  to  rasignationa  on  account  of  dissatisfaction.  On  the  whcte,  however,  rrsignatjons 
on  account  of  better  opportunity  do  not  represent  discontent. 

*  Lay-offs,  it  is  true,  are  not  reflected  in  replacements  when  oomputad  so  as  to  in* 
duds  only  immediate  replacements,  but  they  are  in  large  measure  reflected  when  replaoe- 
menta  are  oomputad  so  aa  to  include  all  replacementa,  since  many  lay-offa  are  replaeed 
after  a  abort  interval. 
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arations  that  are  not  replaced,  however  aignificaiit  as 
evidence  of  discontent,  are  reflected  in  the  nmnber  of 
replacements.  In  times  of  decreasing  busiiieaB  espe- 
cially, when  many  separations  are  not  rqilaoed,  nu- 
merous resignations,  due  to  diaBatisfactkm,  may  be 
unreflected  in  the  number  of  replacements. 

For  the  same  reasons  rqdacements  are  not  an  ac- 
curate index  of  the  efficiency  of  the  selectioo,  fdaong, 
or  handling  of  men.  Only  separations  occuning  for 
certain  specific  reasons  are  significant  as  evidoioe  of 
these  matters.  Replacements  may  fail  to  reflect  aqiara- 
tions  which  are  significant;  and  they  may  reflect  aqiara- 
tions  which  are  of  no  significance. 

Since  replacements  are  a  wholly  unrdiaUe  index  of 
discontent  and  of  the  efficiency  in  selecting,  placing,  or 
handling  men,  the  question  whether  refdacem^its  re- 
flect these  conditions  more  accurately  than  sqparatioiis 
is  immaterial.  It  should  be  noted,  howevo*,  that  the 
advocacy  of  the  replacement  concept  on  the  ground 
that  replacements  are  more  acciuttte  than  sqiMurations 
as  an  index  of  the  conditions  above  mentioned,  mis- 
conceives the  true  fimetion  of  general  figures  on  the 
stability  of  the  force  as  a  statistical  aid  to  management. 
The  true  fimetion  of  such  figures  is  not  to  serve  as  an 
index  of  specific  conditions  but  to  direct  the  attention  of 
the  management  to  fluctuations  in  stability  which  call 
for  investigation.  This  is  necessarily  so,  because  separa- 
tions occur  for  such  diverse  reasons  that  figures  which 
would  be  a  good  index  of  one  condition  would  be  worth- 
less as  an  index  of  another  condition.  A  separate  index 
must  be  constructed  to  reflect  each  specific  condition. 
The  compilation  of  special  indexes  reflecting  specific 
conditions  in  the  plant  is  undoubtedly  of  value  and  is 
likely  to  be  developed,  but  the  first  and  most  funda- 
moital  figure  which  the  management  needs  is  one  which 
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will  reflect  every  cause  of  instability  and  which  will 
direct  the  attention  of  the  management  to  significant 
changes  in  stability  and  prompt  it  to  investigate  them. 
There  is,  of  course,  always  the  possibility  in  the  use  of  a 
general  figure  on  instability  that  two  compensating 
causes  will  be  simultaneoudy  operative  and  that  the 
effects  will  so  coimteract  each  other  that  the  presence  of 
the  causes  will  not  be  revealed  by  the  general  figures  on 
stability.  This  possibility  is  lessened  by  the  practice  of 
subdividing  the  figures  on  stability  into  resignations, 
lay-offs,  and  discharges,  and  of  compiling  separate 
figures  for  each  department  in  the  plant.  But  the 
function  of  calling  attention  to  significant  changes  in 
stability  separations  perform  more  satisfactorily  than 
replacements,  since  the  latter  reflect  only  such  separa- 
tions as  are  replaced.^ 

The  final  reason  advanced  in  support  of  the  replace- 
ment concept  is  that  replacements  measure  the  niunber 
of  hirings  necessary  to  maintain  the  force.  This,  as  we 
have  seen,  is  not  true  of  replacements  when  computed 
by  the  method  proposed  by  the  proponents  of  the  re- 
placement concept  of  turnover,  since  the  method  dis- 
regards the  effect  of  discontinuous  jobs  upon  the  number 
of  hirings  necessary  to  maintain  the  force.  It  is  true, 
however,  of  replacements  when  computed  so  as  to  in- 
clude all  replacements,  provided  ''  maintenance  of  the 
force  "  is  not  interpreted  too  strictly.  A  replacement 
rate  is  not  necessarily  a  maintenance  rate.  The  main- 
tenance rate,  being  the  rate  at  which  men  must  be  hired 
in  order  to  maintain  the  force,  implies  that  the  force 
actually  is  maintained.    If  the  force  is  allowed  to  de- 

>  From  the  standpoint  of  directing  the  management's  attention  to  fluctuations  in 
stability,  replacements,  when  computed  by  the  method  proposed  by  proponents  of  the 
replacrnnent  oono^t ,  are  especially  unsatisfactory  since  they  fail  to  reflect  instability  duo 
to  lay-offs.  "HUdng  industry  as  a  whole,  lay-offs  appear  to  oonstituta  from  25  to  40  per 
cent  of  aU  separations.    See  the  writer's  Turnover  of  Factory  Labor,  pp.  85-SQ. 
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IV 

From  the  f orepHng  analjrsis,  the  case  (rf  the  nphee- 
ment  oonc^  of  the  tumovo- rests  upon  the  ground  that 
replacements,  when  properly  computed,  i^resent  the 
number  of  hirings  neceaaary  to  ''  maintain  "  the  feme, 
understanding  ''  maintain  "  in  the  loose  sense  indi- 

>  Tbe  ewrtoiDwy  method  of  wwnwilinc  replaeemcnt  and  -'■^•*"«*"t  imtaa.  wliiek 
nmkm  Um  rstet  a  peroenUce  ol  tlw  aTctsfc  f oroe,  is  tmiHrffioty  for  tkSm  vwy  muc. 
tbat  it  dofli  not  take  into  aeeoont  vfaeUker  the  force  is  bemg  inn  wan  J  or  ilimiiaaml 
ihippoae.  for  e«aiiq>lc  two  planta.  one  hrginnini  the  j<ar  with  a  force  of  1000  and  widBm 
it  with  a  force  of  1500.  the  other  brgnning  the  jcar  with  a  force  of  1600  and  ondiBf  it 
with  a  force  of  1000.  If  the  monthly  increase  and  decnaae  in  the  re^Mothre  plants  fa  ths 
same  during  each  of  the  twdre  months,  the  arersce  force  in  eaeh  plant  doxinc  tbs  yew 
is  1250.  Buppoee  that  the  number  of  separataons  in  eaeh  plant  is  500.  Asmuas  in  ths 
first  plant  that  all  separations  are  replaced.  The  leplacament  rate  in  the  first  plant,  ■■ 
eostomarily  computed,  would  be -j^jVV'O'^P*  cent.  In  the  second  plant  there  woold 
bs  no  replacements,  and  the  rate  would  be  sero.  Yet  the  second  plant  oould  not  fed 
Itaelf  superior  to  the  first  on  the  ground  that  with  the  eame  aTwage  foroe  it  wsi 
eompelled  to  make  no  replacements,  whereas  the  first  plant  was  required  to  mak* 
500  replacements.  As  a  matter  of  fact,  the  first  plant  had  a  mueh  better  record  tiMB 
the  second,  for,  despite  the  fact  that  it  took  on  1000  new  men  among  wluMn  •epnratfaai 
would  bs  much  more  frequent  than  the  normal,  it  lost  no  more  men  than  the  plaai  whisk 
Urad  no  naw  men. 
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cated.  Immediate  replacements  have  been  foimd  to 
possess  no  peculiar  significance  which  warrants  their 
acceptance  as  constituting  turnover. 

Between  total  replacements  and  total  separations 
there  may  frequently  be  no  great  numerical  difference  — 
especially  for  periods  of  as  long  as  a  year.  But  altho  the 
nimierical  difference  between  separations  and  total  re- 
placements frequently  is  small,  there  is  an  important 
difference  between  the  replacement  and  separation  con- 
cepts in  point  of  view  and  in  the  conception  of  the 
fundamental  problem  imder  investigation.  The  prin- 
cipal objection  to  the  replacement  concept  of  the  turn- 
over is  that  it  too  narrowly  and  superficially  conceives 
the  problem  to  be  studied;  that  it  takes  a  part  of  the 
problem,  a  special  phase  or  aspect  of  it,  and  conceives  of 
this  subdivision  of  the  principal  problem  as  being  the 
principal  problem  itself.  Consequently,  it  tends  to 
force  the  principal  problem  into  the  backgroimd  and  to 
obtrude  upon  our  attention  merely  a  subordinate  part 
of  it. 

The  problem  which  the  replacement  concept  of  the 
ttunover  emphasizes,  upon  which  it  focuses  attention, 
is  the  problem  of  maintaining  the  force.  This,  accord- 
ing to  the  point  of  view  implied  in  the  replacement  con- 
cept, is  the  significant  feature  of  the  tremendous  number 
of  separations  which  characterize  modem  industry  — 
the  fact  that  they  subject  employers  to  the  necessity  of 
making  numerous  replacements  in  order  to  maintain 
their  forces.  Only  when,  and  hence  in  appearance  only 
because,  separations  require  replacement,  does  the 
separations  concept  of  the  turnover  take  accoimt  of 
them.  Whatever  other  reasons  may  exist  for  regarding 
separations  as  significant,  these  reasons  do  not,  ac- 
cording to  the  replacement  concept,  warrant  taking 
accoimt  of  separations  where  replacement  is  not  re- 
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quired.  The  cauaes  oi  separatkHis  and  tiie  methodb  d 
reducing  them  are  important  only  fixHn  the  stand^KXiit 
of  reducing  the  number  of  rqdaconents. 

Surely,  however,  a  broads  and  deq>er  i»oblem  is 
involved  in  the  extraordinary  numbw  of  aqmratioiis 
which  occur  in  nuxlem  industry  than  the  pfobkm  of 
maintaining  the  f (Ht^es  of  individual  ^iterprifles,  and 
surely  we  fail  to  perceive  the  full  significance  of  sqiaia- 
tions  and  are  blind  to  the  problem  which  conbxmts  usif 
we  r^ard  separations  as  important  primarily  because 
they  impose  the  necessity  of  replaoem^its.  Sqiaratioos 
are  significant  for  numy  reasons,  whether  they  require 
replacement  or  not;  and  the  fact  that  they  frequ^itly 
do  require  replacement  is  far  from  being  the  principal 
reason  for  being  interested  in  them. 

Separations  are  significant  from  three  principal  stand- 
points: as  a  cost,  as  a  gain,  and  as  a  symptom  of  con- 
ditions which  are  of  great  importance  quite  aside  from 
being  a  cause  of  separations.  As  a  cost,  separations  are 
important  not  merely  because  they  subject  employers 
to  the  expense  of  making  replacements.  To  the  public 
thej'  mean  smaller  output  and  higher  prices.  To  the 
workmen  they  frequently  mean  more  or  less  unemploy- 
ment, trouble  and  expense  in  finding  new  jobs,  lower 
earnings,  and  greater  exposure  to  accident  while  learning 
new  jobs,  demoralization  by  idleness  or  frequent  shift- 
ing, and  impairment  of  the  development  of  skill  because 
of  inability  to  find  work  in  the  regular  occupation  and 
the  necessity  of  temporarily  accepting  other  work. 

As  a  gain,  separations  are  important  to  all  three 
parties  as  a  means  (tho  far  from  a  perfect  one)  by  which 
men  obtain  the  work  for  which  they  are  best  fitted,  or  at 
least  better  fitted.  Separations  frequently  indicate  that 
workmen  take  advantage  of  better  opportunities  else- 
where —  in  the  absence  of  regular  promotion  systems, 
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the  only  means  of  advancement  available  to  many 
workers.  Separations  are  often  the  easiest  or  the  only 
means  of  workmen's  obtaining  relief  from  the  mo- 
notony and  drudgery  of  hi^y  subdivided,  repetitive 
factory  work.  In  times  of  good  labor  demand,  separa- 
tions are  a  fairly  effective  means  for  regulating  working 
conditions,  many  employers  being  aroused  by  their 
high  separation  rate  to  the  necessity  of  improving 
conditions.^ 

As  a  symptom,  separations  are  significant  because 
indicative  of  causes  of  discontent,  of  low  industrial 
morale,  and  of  defects  in  managerial  policies.  They 
point  to  such  things  as  faulty  selection  of  men,  inade- 
quate instruction  of  new  hands,  unsatisfactory  physical 
conditions  of  work,  excessive  physical  or  nervous  strain 
imposed  on  workmen,  excessive  hours  of  labor,  wages 
too  low  to  arouse  the  interest  and  enterprise  of  work- 
men, lack  of  opportimity  to  earn  advances  in  wages  and 
positions  by  demonstration  of  merit,  faulty  methods  of 
discipline  and  supervision,  failure  of  the  management  to 
win  the  loyalty  of  the  men,  better  opportimities  of  em- 
ployment elsewhere,  revolt  against  the  routine  mo- 
notony and  drudgery  of  modem  repetitive  factory  work, 
faulty  planning  and  organization  of  the  work  resulting 
in  an  unnecessary  number  of  discontinuous  or  temporary 
jobs. 

In  view  of  the  numerous  reasons  why  separations  are 
significant,  it  is  clear  that  the  problem  is  broader  than 
the  problem  of  maintaining  forces.  It  is  a  problem  of 
stability  of  employment.    The  question  which  it  asks  is 

>  The  tendency  ia  to  regard  aeparetionB  only  m  repreeenting  loes,  never  gnin.  Thia 
probably  is  due  to  the  tendency  to  regard  separations  too  ezolusiTely  from  the  em- 
ployer's standpoint;  for  to  the  emplojrer  nearly  all  separations  appear  either  as  oosts  or 
as  evidence  of  oosts  —  a  discharge  of  an  imfit  worker,  for  eiample,  being  eyidenee  of 
costs  tbo  not  a  cost  in  itself .  The  good  side  of  separations  is  much  more  important  than 
has  been  recognised,  and  involves  diflficult  and  subtle  problems.  How  far,  for  iwamplft, 
are  separatimis  a  commendable  attempt  on  the  part  of  workers  to  assert  their  individ- 
uality in  the  face  of  the  individuality-crushing  work  and  discipline  of  modem  industry  7 
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not,  "  How  many  men  most  be  hired  to  mnmtam  t 
given  force  and  how  can  this  number  be  leJuced  ?  " 
but,  "  Why  do  men  leave,  what  aignifieanee  i 
their  leaving,  and  how  can  leaving  for  eertain  i 
diminated  or  reduced  ?  "  This  pnoblem  < 
principal  parts: 

(1)  The  proUem  of  the  instability  of  the 
that  is,  the  degree  of  instability  whidi  would  exist  if 
thaie  were  no  separations  due  to  tenqxirmiy  or  db- 
continoous  jobs. 

(2)  The  problem  o(  instability  of  jobs  —  that  is,  the 
instability  due  to  the  tempcwary  and  dtecontmiioaB 
charact^  of  jobs. 

Each  of  these  divisions  has  the  three  prineqial  as- 
pects previously  indicated:  (1)  a  source  of  eoafc  to 
poUic,  labor,  and  employers,  (2)  a  gain,  and  (3)  a 
sjrmptom  of  conditions  in  need  of  correctioii.^  Of  these 
three  aspects  the  last  is  by  far  the  most  impcHtant.' 

The  problem  of  the  stability  of  emi^ojrment  embnees 
all  that  is  included  in  the  problem  of  the  nuuntenanoe  of 
forces  and  much  more.  It  anbraces  all  sqiiarations 
whether  they  require  replacemmt  or  not.  It  recognises 
the  necessity  of  replacing  men  who  leave  as  one  among 
the  reasons  why  their  lea\ing  is  impcHtant,  but  <MiIy  as 
one  and  not  necessarily  the  principal  reascxi.  It  is 
interested  in  reducing  the  number  of  separations  in  cHder 
to  lessen  the  number  of  replacemmts;  but  not  for  tins 
reason  alone.  Its  point  of  view  is  not  primarily  that 
of  the  business  man,  but  equally  that  of  puUic,  busi- 
ness man  and  labor.  The  problon  of  the  maintoianee 
<rf  forces  is  an  outgrowth  of  instability  of  oi^ilovinait, 
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existing  only  because  men  and  jobs  are  unstable,  and 
is  one  of  the  numerous  special  and  secondary  problems 
which  constitute  the  major  problem  of  instability  of 
employment. 

Since  the  separation  concept  of  the  turnover  focuses 
our  attention  upon  the  fimdamental  problem  of  insta- 
bility of  employment,  whereas  the  replacement  concept 
focuses  attention  upon  a  special  and  secondary  aspect  of 
the  principal  problem,  it  seems  desirable  to  adhere  to 
predominating  usage  and  to  imderstand  by ''  turnover," 
separations  rather  than  replacements;  and  by  ''  the 
turnover  problem,"  the  problem  of  instability  of  em- 
ployment rather  than  the  problem  of  maintenance  of 
forces. 

In  conclusion,  attention  should  be  called  to  a  concept 
of  the  turnover  different  from  either  the  replacement  or 
the  separation  concept.  This  concept  would  eliminate 
from  turnover  all  separations  due  to  instability  of  jobs 
and  make  turnover  refer  to  the  instability  of  men  as 
distinguished  from  the  instability  of  employment. 

Figures  on  the  instability  of  men  are  highly  impor- 
tant, perhaps  on  the  whole  more  important  than  figures 
on  replacements.  But  altho  it  is  important  to  have  our 
attention  directed  to  the  instability  of  men,  instability 
of  men  is  but  a  phase  of  instability  of  employment,  so 
that  in  directing  our  attention  to  the  latter  problem  we 
are  not  overlooking  the  former.  In  order  to  focus  at- 
tention on  the  broader  problem,  it  seems  preferable  to 
apply  "  turnover  "  to  instability  of  employment  rather 
than  to  instability  of  men. 

Sumner  H.  Slichter. 

Princeton  Univbbsitt. 
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THE  SEPARATION  OF  RAILWAY  G08TS 

BETWEEN  FREIGHT  AND 

PASSENGERS 

SUMMARY 

Three  aspects  of  the  problem,  346.  —  SepMntion  of  easts  betvees 
freight  and  puBengera,  348.  —  Cost  sepsrmtion  required  hj  Inlcntate 
Commerce  Commiasion  in  1888,  abandoned  in  1902,  340.  —  Te&talive 
claaaification  in  1915  and  discusBion  thereon,  353.  —  Futial  afpsritwfi 
again  required  in  1916,  but  suspended  on  outbreak  of  wsr,  354.  —  A 
83r8tem  of  separation  again  established,  going  into  effect  January  1, 1920; 
355.  —  Concluding  remarks  on  the  general  problem,  360. 

To  secure  the  proper  perspective  on  railway  cost  ac- 
counting it  is  well  to  bear  in  mind:  first,  that  the  rail- 
way industry  supplies  varied  products,  of  which  those 
other  than  transportation  proper  are  logically  to  be  re- 
garded as  by-products:  second,  that  problems  of  cost 
accounting  exist  in  every  phase  of  railway  operation, 
and  differ  in  kind  and  extent  as  the  phases  vary;  third, 
that  the  problem  varies  also  according  to  the  point  of 
\iew  of  the  student  and  the  purpose  he  has  in  mind. 

Let  us  develop  these  three  points  for  a  moment.  First, 
the  railway  industrj-  is  one  of  varied  products.  True, 
its  principal  product  is  transportation,  which  is  a  service 
rather  than  a  product :  transportation  of  human  beings, 
animals,  freight,  mail,  express  parcels,  and  the  like.  But 
in  carr>4ng  out  its  function  of  transportation,  a  railway 
produces  many  other  things  besides.  It  manufactures 
and  repairs  equipment,  for  which  it  maintains  elaborate 
shops,  many  of  them  extensive  factories  with  thousands 
of  employees.  It  operates  for  its  patrons  hotels,  res- 
taurants, and  other  similar  conveniences.    Many  rail- 
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ways  maintain  their  own  water  plants,  electric  li^t  and 
power  plants,  ferries,  ship  lines,  trucking  fleets,  and  the 
like.  The  modem  railway  operates  tie-treating  plants 
and  chemical  and  physical  laboratories.  In  fact,  the 
needs  of  an  American  railway  system  are  so  extensive, 
so  varied,  and  so  vital,  that  it  operates  many  industries 
as  part  of  its  own  primary  function  of  producing  trans- 
portation. Almost  every  industry  presents  some  phase 
of  the  problem  of  cost  accounting  as  a  standard  or  meas- 
ure of  efficient  and  economic  operation.  A  railway 
system,  comprising  many  industries  in  one,  offers  a 
fertile  field  for  the  development  of  cost  accounting 
methods. 

As  to  the  second  point,  railway  cost  accounting  in  its 
broadest  aspect  is  as  extensive  and  varied  as  are  the 
several  phases  of  the  railway  industry  itself.  Many  of 
the  accounting  methods  employed  are  the  same  as  in 
other  industries,  yet  every  industry  has  problems  that 
are  wholly  peculiar  to  itself.  For  example,  railway  shop 
accounting  methods  do  not  differ  greatly  from  methods 
employed  in  similar  shops  outside  the  railway  field. 
None  the  less  shop  accounting  on  the  railways  has  de- 
veloped a  literature  of  its  own. 

The  third  point  deals  with  the  fundamental  purpose 
of  any  system  of  accounts.  Every  presentation  of  a 
method  of  accounting  for  railway  expenses  that  shall 
portray  the  relative  cost  of  the  passenger  and  the  freight 
business  must  have  as  its  guide  and  goal  the  purpose  of 
the  study.  Primarily,  two  principal  purposes  may  be 
involved.  One  is  to  set  up  a  standard  of  operating 
efficiency;  the  other,  to  provide  a  basis  or  standard  for 
rate  making.  This  fundamental  difference  in  purpose 
has  been  responsible  for  much  of  the  controversy  over 
the  subject  of  railway  cost  accounting.  Generally 
speaking,  altho  not  in  all  cases,  the  railways  have  op- 
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poeed  the  instaUation  of  cost  acoountmg  methods  by 
regulatory  bodies;  in  part  perhaps  because  they  feared 
that  metiiods  devised  and  developed  by  the  railway 
companies  themselves  as  tests  of  efficient  operati(m 
would  be  utilized  instead  as  standards  of  rate  making, 
but  chiefly  because  they  were  not  satisfied  that  accurate 
and  suitable  methods  had  yet  been  devised.  Generally 
speaking,  too,  regulatory  commissions  (federal  and 
state)  have  favored  the  installation  of  some  standard 
system  of  cost  separation;  but,  perhaps  because  of  the 
opposition  of  the  railways,  certainly  because  they  were 
themselves  groping  their  way  to  a  clearer  understanding 
of  the  subject,  progress  has  been  very  slow. 

The  piupose  of  the  present  paper  is  not  to  attempt  a 
survey  of  all  possible  topics  under  the  general  head  of 
railway  cost  accounting,  chiefly  because  such  an  at- 
tempt would  not  present  ansrthing  peculiar  to  the  rail- 
way industry.  My  eflfort  will  be  merely  to  outline  the 
development  of  that  phase  of  railway  cost  accounting 
which  pertains  particularly  to  the  railway  industry  — 
namely,  a  system  of  separating  railway  operating  ex- 
penses as  between  the  freight  and  passenger  services. 
It  is  proposed  to  discuss,  first  historically,  then  analyti- 
cally, the  principle  of  separation  of  railway  expenses  as 
developed  to  date. 

Let  us  glance  first  at  the  historical  record.  Section 
20  of  the  Interstate  Commerce  Act  of  1887  authorized 
a  imiform  system  of  railway  accounts,  and  the  first  re- 
timis  filed  by  railways  with  the  Interstate  Conmierce 
Commission  covered  the  fiscal  year  1888.  The  report 
form  submitted  by  the  Commission  to  the  railways  for 
that  year  provided  for  the  separation  of  costs  between 
passenger  and  freight.  A  representative  committee  of 
railway  accounting  officers  reconmiended  that  the  pro- 
vision be  stricken  out,  but  their  recommendation  was 
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not  heeded,  and  the  classification  of  the  Commisdon 
directed  the  railways  to  charge  to  the  one  or  the  other 
service  all  directly  assignable  costs,  and  to  apportion 
remaining  costs  on  the  basis  of  train-miles.^ 

Beginning  with  the  statistical  report  of  the  Conmiich 
sion  for  1888,  and  continuing  through  1893,  cost  sep- 
aration statistics  were  presented  in  the  summary  form 
shown  below: 

CcMTt  rwR  Ton-MiLu  Cmtfn  fhb  PAttcirouKifZLB 

Receipts        Coet  Profit  Reoeipts         Cost         Profit 


1888 

1.001 

.630 

.371 

2.349 

2.042 

.307 

1889 

.992 

.593 

.399 

2.165 

1.993 

.172 

1890 

.941 

.604 

.337 

2.167 

1.917 

.250 

1891 

.895 

.583 

.312 

2.142 

1.910 

.232 

1892 

•oVo 

.582 

.316 

2.126 

1.939 

.187 

1893 

.878 

.579 

.299 

2.108 

1.955 

.153 

Six-year  average  .934        .595        .339  2.176        1.959        .217 

Averaging  the  results  of  the  six  years  (a  rough  aver- 
age, as  no  attempt  is  made  to  give  the  traffic  of  each 
year  its  proper  weight),  it  appears  that  the  Commis- 
sion's computed  profit  per  ton-mile  was  0.339  cent,  or 
36.3  per  cent,  while  the  profit  per  passenger-mile  was 
0.217  cent,  or  10  per  cent. 

In  his  report  for  1892,  the  Commission's  statistician, 
Professor  Henry  C.  Adams,  announced  that  further 
attempts  at  cost  separation  would  be  abandoned.  He 
said:  "  It  has  been  found  that  not  more  than  half  of  the 
items  of  operating  expenses  can  by  any  means  be  as- 
signed to  passenger  and  to  freight  service.    This  fact, 

>  "  The  smounts  of  the  ■epsrste  items  are  to  be  apportioned  as  between  freight  and 
pessenarr  traiBe.  AH  expenses  which  are  naturally  chargeable  to  either  freight  or  pas- 
senger tra£Bc  should  be  entered  in  their  respective  oolumns  in  the  report;  ezpensss 
which  are  not  naturally  chargeable  to  either  tra£Bc  should  be  apportioned  on  a  mileags 
basis,  malring  the  division  as  between  freight  and  psssfinger  traffic  in  the  proportion 
which  the  freight  and  psBSfinger  train  mileage  bears  to  the  total  mileage  ol  trains  earning 
revenue.  The  expenses  incurred  in  connection  with  mixed  trains,  not  herein  speeilleally 
provided  for,  will,  for  the  present,  be  divided  as  one-fourth  to  passeiitt'i  and  three- 
fourths  to  freight."  Classification  of  Operating  Expenses,  Interstate  Commerce  Com- 
.  July  81, 1888. 
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taken  in  connection  with  the  fact  that  the  av^age  ooet 
per  ton  per  mile  and  per  passenger  per  mile,  which  was 
obtained  upon  the  basis  of  the  computation  in  questioii, 
was  rarely  used  by  commissioners  in  judging  of  fair 
rates,  induced  the  railway  commissioners  to  abandoQ 
this  classification."  ^ 

Chairman  Cooley,  of  the  Commission,  wrote  in  1891 
as  follows:  ''  I  understand  very  well  tiiat  it  is  abso- 
lutely impossible  to  so  apportion  the  cost  of  firei^t  and 
passenger  service  as  to  reach  accurate  results.  ...  I 
may  peiiiaps  with  propriety  add  that  I  can  very  weD 
see  that  the  application  of  tiie  rule  does  not  lead  to  cor- 
rect information  r^arding  the  cost  of  passenger  traffic 
considered  by  itself,  and  if  the  matter  were  exdusivdy 
in  my  hands  I  should  probably  make  considerable 
change." 

Along  the  same  line  is  an  interesting,  I  mi^t  almost 
say  entertaining,  committee  report  presented  to  and 
adopted  by  the  annual  meeting  of  the  Association  of 
(state)  Railway  Commissioners  in  1892: 

Every  one  will  admit  that  if  the  items  of  cost  of  freight  and  pas- 
senger service  could  be  obtained  with  substantial  oorrectness  the 
information  would  be  valuable.  .  .  .  But  we  have  not  3-61  arrived 
at  the  point  of  being  able  to  see  how  a  body  of  inaccurate  statistics, 
which  are  supposed  to  support  another  body  of  erroneous  deduc- 
tions, can  be  of  practical  value.  ...  It  is  said  a  uniform  basis  must 
be  adopted  and  maintained  to  secure  the  benefit  of  comparisons,  but 
it  is  difficult  to  understand  how,  if  one  error  is  \icious  and  harmful, 
an  accumulation  of  errors  may  become  salutary;  and  it  is  quite  as 
difficult  to  see  how  true  statistical  instruction  may  be  derived  by 
comparing  a  large  number  of  errors  more  or  less  gross  with  each 
other.  ...  So  far,  therefore,  from  the  statistics  obtained  from  this 
division  being  valuable  as  affording  a  criterion  for  railway  rates,  we 
believe  that  the  verj^  fact  that  this  false  information  is  liable  to  be 
used  is  the  most  cogent  reason  which  could  be  given  for  ceasing  to 
furnish  a  basis  confessedly  erroneous.  A  man  who  travels  in  the 
wrong  direction  is  certainly  as  likely  never  to  arrive  at  his  destina- 
tion as  one  who  travels  not  at  all. 

>  SUtisUot  of  lUilwmyB,  1892,  pp.  86.  87. 
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At  the  same  time,  railway  accomiting  officers,  express- 
ing themselves  individually  and  through  their  assoda- 
tion,  were  strongly  in  favor  of  discontinuing  further 
attempts  to  apportion  freight  and  passenger  costs. 

Thus  the  railways,  the  Interstate  Commerce  Com- 
mission, and  the  state  railway  commissions  were  united 
at  this  time  in  the  opinion  that  the  method  of  cost 
accounting  then  in  effect  was  neither  accurate,  logical, 
nor  helpful.  It  was  accordingly  discontinued  by  the 
Commission,  and  the  matter  lay  dormant  for  twenty 
years.  This  may  be  said  to  mark  the  close  of  the  first 
act  in  the  drama. 

The  second  act  opens  with  a  revival  of  the  subject  by 
the  Interstate  Commerce  Commission.  Statistical 
Series  Circular  No.  3,  issued  in  March,  1914,  was  a  ten- 
tative classification  prepared  for  discussion  and  study. 
After  a  hearing  in  May  of  that  year,  the  Commission 
decided  to  institute  a  system  of  separation  at  the  earliest 
practicable  moment.^  Before  doing  so,  however,  it  issued 
a  revised  tentative  scheme  of  separation  in  March, 
1915  (S.  S.  C.  No.  4),  which  for  the  most  part  followed 
formulae  suggested  by  representative  committees  of  the 
railways,  but  left  open  for  further  consideration  a 
proper  method  of  separation  for  maintenance  of  way 
expenses.  A  hearing  was  called  for  May  21,  1915,  to 
consider  objections  to  the  proposed  formula,  as  well  as 
suggestions  for  improving  it. 

Before  discussing  this  hearing  and  its  results,  it  should 
be  noted  that  altho  the  railways  cooperated  with  the 
Commission  in  the  development  of  a  formula  at  this 
time,  they  were  by  no  means  a  unit  in  favor  of  any 
formula  whatever.  Thus  a  meeting  of  the  Association  of 
American  Railway  Accounting  Officers  in  1913  adopted 
a  lengthy  resolution  presented  by  its  standing  com- 

>  30  I.  C.  C.  676-682. 
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mittee  on  corporate,  fiscal,  and  general  aooounta,  which 
read  in  part  as  follows:  ''  Resolved,  that  this  CkHmmi- 
tee,  after  due  and  deliberate  consideration,  reitenKteB 
that  no  fixed  rule  for  the  division  of  common  exprnsfA 
between  freight  and  passenger  can  be  devised  ^diidi  will 
be  equitable 

to  all  carriers, 

to  the  same  carrier  under  all  conditions,  or 
to  all  divisions  of  the  same  carrier/' 
Furthermore,  the  Commission's  circular  was  careful 
to  state  that  the  special  committee  appointed  by  va^ 
ious  railway  organizations,  altho  it  had  made  numerous 
suggestions  for  improving  the  Commission's  formula, 
did  not  recede  "  from  the  position  which  the  (railway) 
accounting  officers  had  previously  taken,  namely,  that 
no  uniform  basis  can  be  adopted  which  wUl  apply  equi- 
tably under  all  conditions." 

The  hearing  developed  chiefly  into  a  discussion  of  the 
four  alternative  bases  for  apportioning  maintenance  of 
way  expenses  suggested  by  the  Commission,  as  follows: 

1.  The  locomotive  ton-mile. 

2.  The  locomotive  tractive-power  mile. 

3.  The  direct  charges. 

4.  The  gross  ton-mile. 

The  principal  witnesses  were  railway  representatives  on 
the  one  hand  and  representatives  of  the  state  conmiis- 
sions  on  the  other  hand.  Discussion  centered  upon  two 
of  the  four  bases  suggested.  The  railways  for  the  most 
part  advocated  locomotive  ton-miles  as  the  best  basis 
of  apportionment,  while  the  state  commissions  advo- 
cated gross  ton-miles.  The  first  method  takes  the 
weight  of  the  locomotives,  exclusive  of  tender,  and  mul- 
tiplies that  by  the  distance  traveled,  disregarding  weij^t 
of  train  behind  the  engine;  the  second  method  ignores 
the  locomotive,  but  takes  the  total  wei^t  behind  the 
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locomotive,  including  tare  wei^t  of  cars  and  wei^t  of 
I>assengers  or  frei^t  transported. 

The  opposing  points  of  view  were  carefully  and  ably 
presented,  but  apparently  neither  group  of  advocates 
was  able  to  convert  the  Commission,  for  when  its  final 
order  was  issued  June  15, 1915,  it  frankly  confessed  itself 
imable  to  decide  between  the  methods.  In  order  to  fur- 
nish a  basis  for  further  study  of  the  subject,  methods 
were  provided  for  reports  covering  both  gross  ton-miles 
and  locomotive  ton-miles.  In  the  language  of  the 
order,  "  It  may  fairly  be  said  that  the  facts  and  argu- 
ments presented  do  not  warrant  the  final  approval  by 
the  Commission  of  either  the  gross-ton-mile  or  the  lo- 
comotive-ton-mile at  this  time.  .  .  .  The  disputed 
portion  of  the  expenses  will  be  required  to  be  reported 
as  undivided.  Carriers  will  be  required  to  compile 
locomotive-ton-mile  data,  and  the  relative  merits  of 
locomotive-ton-miles,  direct  charges,  estimated  gross 
ton-miles,  or  modifications  thereof  can  be  further  con- 
sidered with  the  aid  of  statistics  thus  made  available." 

For  the  year  1916,  therefore,  railways  of  Class  I  re- 
ported to  the  Interstate  Commerce  Commission  their 
operating  expenses  separated  as  follows: 

Total  expenses. 

Expenses  related  solely  to  frei^t  service. 

Expenses   related   solely   to   passenger   and 
allied  services. 

Expenses  related  in  common  to  both  services. 
Apportioned  to  frei^t. 
Apportioned  to  passenger. 
Not  apportioned. 

Expenses  not  related  to  either  service. 
In  the  Commission's  classification  on  which  this  sep- 
aration was  based,  provision  was  made  either  for  direct 
assignment  or  for  apportionment  of  virtually  all  ex- 
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pm^ff  ocfaer  than  those  in  the  mainteDJunee  of  mj 
grcnq).  With  regard  to  mamteDaixe  of  way,  ^ifpiMM 
that  coukl  be  diiertly  msagiied  or  apporliGned  (of  irid^ 
there  are  few  >  were  to  be  so  leportod,  niiile  the  m- 
mainder  wefe  to  be  reported  merdy  as  ^  mufivided.' 
Briefly  described^  the  dasafieatkn  provided  fint,  tliat 
expenses  clearly  penaming  to  one  or  the  o4iier  serviee 
dbould  be  so  charged  'L  e.,  direct  drniges);  and  aeeood, 
that  expenses  common  to  both  serrioeB  shoald  be  ap- 
portioned on  certain  definite  bases  hid  down  by  the 
Commission,  with  the  proviso,  howevw,  that  a  laige 
part  of  the  common  expenses  undo*  maintenanoe  of 
way  should  not  be  apportioned  an  any  basis  what- 
ever. 

Taking  the  summary  for  Class  I  roads  for  1916  as 
shown  in  the  Conmiisaon's  Statistics  cf  RaQwats  for 
that  year,  total  expenses  related  sdely  to  f  rei^t  services 
were  47.5  per  cent,  and  those  related  soldy  to  pmw^pr 
ser\ice  were  16.5  per  cent,  of  all  operating  expenses.  Of 
the  expenses  common  to  both  frei^t  and  paasoiger 
services,  an  amount  equivalent  to  13.2  per  cent  of  total 
expenses  was  apportioned  to  freigjit,  and  5.1  per  cent  to 
passenger  ser\ice.  The  accounts  ''  not  apporticHied  " 
represented  17.5  per  cent  of  the  total.  That  is,  64  per 
cent,  or  nearly  two-thirds,  were  directly  asagned;  18.3 
per  cent,  or  nearly  a  fifth,  were  apportioned;  while  the 
remaining  17.5  per  cent  were  left  undivided.  These 
were  the  results  from  the  1915  classification. 

Of  the  maintenance  of  way  exi)enses  11.4  per  cent 
were  assigned  directly,  11.7  per  cent  were  apportioned, 
and  76.9  per  cent  were  left  undi\dded. 

Hardly  had  this  partial  method  of  separating  expenses 
been  installed  when  the  United  States  became  involved 
in  the  w^ar.  As  a  measure  of  relief  from  the  burden  of 
clerical  work  involved  in  the  preparation  of  detailed 
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statistical  reports  to  the  interstate  and  state  commis- 
sions, the  railways  petitioned  for  a  modification  of  vari- 
ous of  the  requirements.  Among  others,  the  separation 
requirement  was  so  modified  for  the  year  1917  as  to 
suspend  the  necessity  of  apportioning  any  of  the  ex- 
penses conmion  to  both  services.  The  suspension  was 
continued  through  the  years  1918  and  1919. 

Beginning  January  1, 1920^  however  (and  here  begins 
the  third  act},  theCommission  reestablished  a  separa- 
tion of  operating  expenses,  along  the  following  general 
lines: 

First,  all  expenses  directly  related  to  the  freight  and 
passenger  services  are  so  assigned.  This  direct-charge 
method  will  apply  to  100  of  the  196  primary  expense 
accounts,  representing  66.6  per  cent,  or  almost  exactly 
two-thirds,  of  total  operating  expenses.  Second,  certain 
other  expenses  will  be  apportioned  on  definite  bases  laid 
down  by  the  Commission.  For  example,  yard  main- 
tenance will  be  apportioned  according  to  switching 
locomotive  miles,  dispatching  trains  on  the  basis  of 
transportation  train  miles,  track  maintenance  on  the 
basis  of  locomotive  fuel  cost,  and  so  on.  There  are  44  of 
these  accounts,  representing  14.9  per  cent  of  total  ex- 
penses. Third,  all  other  expenses  are  to  be  separated  in 
the  average  proportions  of  other  accounts  in  their  respec- 
tive group  or  class,  as  defined  by  the  instructions.  This 
is  the  basis  prescribed  for  52  of  the  196  accounts,  repre- 
senting 18.5  per  cent  of  total  expenses.  In  effect,  the 
procedure  is  to  find  the  average  percentage  under  the 
first  two  groups,  namely,  directly  assigned  charges  and 
proportional  apportionments,  and  then  to  apply  that 
percentage  to  total  operating  expenses  as  a  whole.*  So 
far  as  affecting  the  average  is  concerned,  the  third  group 

1  This  statement  is  not  strictly  ac<nirate,  of  course,  but  so  many  of  the  amounts  in 
thia  groop  are  general  accounts  that  are  to  be  distributed  in  the  same  proportions  as 
other  aeeounts  in  the  same  dass,  that  the  statement  approximates  aceuraey. 
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of  accounts  play  no  part  whatever;  they  are  simply 
brou^t  in  to  make  the  process  complete. 

Most  important  in  the  new  classification  is  the  adop- 
tion of  the  fuel*cost  basis  for  apportioning  the  greats 
part  of  the  track  and  some  of  the  other  expenses  in  the 
maintenance  of  way  group.  This  is  frankly  a  new  de- 
parture, but,  under  a  test  conducted  by  the  Commis- 
sion, was  found  to  produce  percentages  lying  midway 
between  the  results  imder  the  locomotive  ton-mile  and 
the  gross  ton-mile  bases. 

It  is  clear,  therefore,  that  while  the  classification 
made  effective  this  year  is  more  nearly  complete  than 
that  of  1915,  in  that  no  items  are  to  be  reported  as 
imdivided;  and  while  more  definite  bases  are  provided 
for  many  of  the  accounts  than  formerly  (such  as  the 
cost-of-fuel  basis  applied  to  a  large  proportion  of  the 
maintenance  of  way  expenses),  yet  it  is  far  from  being 
a  complete  or  satisfactory  system  of  cost  accounting. 
This  fact  is  frankly  admitted  in  an  informal  memoran- 
dum recently  issued  by  the  Commission's  statistician, 
from  which  are  quoted  the  following  extracts: 

No  one  has  proposed  a  method  (for  dividmg  common  mainteoanoe 
of  way  expenses)  which  can  be  demonstrated  to  be  mathematicaUy 
exact.  Consideration  should  make  it  clear  that  the  matter  is  too 
complex  to  permit  of  any  exact  solution. 

Again: 

To  measure  each  one  of  the  many  influences  on  track  expense  exactly 
in  figures  under  the  varying  conditions  existing  on  the  roads  seems  a 
hopeless  task  notwithstanding  decades  of  discussion.  It  seems  de- 
sirable to  have  a  method  adopted  that  is  the  most  plausible  in  theoiy 
and  practical  in  application,  even  if  it  is  not  free  from  all  objections. 

Then,  after  discussing  the  cost-of-fuel  basis,  the  mem- 
orandum continues: 

But  with  reasonable  accuracy  in  accounting,  the  method  cannot  be 
very  far  wrong  for  obtaining  relative  figures.  No  known  method  is 
free  from  objections. 
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To  this  may  be  added  the  foUowmg  brief  quotation 
from  the  Commission's  formal  decision  in  the  matter  of 
a  system  of  cost  separation: 

The  assumption  that  railway  cost  accounting  cannot  be  made  suffi- 
ciently accurate  for  useful  consideration  in  dealing  with  rates  does 
not  seem  warranted.  Altho  not  possible  20  years  ago,  it  would 
appear  that  at  the  present  time  approximately  two-thirds  of  the 
operating  expenses  of  a  railroad  can  be  separated  in  a  reasonably 
satisfactory  manner.  The  separation  of  the  remaining  one-third 
is  useful  if  a  basis  is  selected  which  equitably  measures  the  use 
which  either  service  makes  of  common  facilities.' 

To  smn  up  the  historical  record,  we  find  that  for  six 
years  during  the  first  decade  of  the  Commission's  life  a 
crude  attempt  at  cost  separation  was  made,  but  was 
abandoned  by  unanimous  consent  of  all  parties  at  in- 
terest. For  a  brief  period  prior  to  our  entry  into  the  war 
the  attempt  was  revived,  but  had  only  partial  applica- 
tion, the  bxilk  of  the  maintenance  of  way  expenses  being 
omitted  from  the  apportionment.  We  now  have  the 
attempt  revived  a  second  time,  with  much  closer  ap- 
proximation to  accuracy  and  completeness,  but  still  on 
a  method  admittedly  inexact  and  open  to  objection. 
How  successful  the  method  shall  be  depends  on  the 
future,  and  no  definite  opinion  can  be  ventured  until  the\ 
results  are  in  hand  for  at  least  the  first  year  imder  the 
new  classification. 

We  come  now  to  a  brief  analysis  of  methods  of  cost 
separation,  and  to  the  general  meaning  of  the  effort  to 
install  such  methods.  I  cannot  here  attempt  a  detailed 
study  of  theories  of  rate  making,  or  of  other  considera- 
tions that  are  present  in  this  problem.  The  field  has 
been  ably  covered  in  articles  by  Lorenz,  Cunningham, 
Cooke,  Olmsted,'  and  others.    My  sole  effort  will  be 

1  aO  I.  C.  C.  079. 

*  M.  O.  Lorens,  '*  Cost  and  Value  of  Service  in  Railroad  Rate-makinc.'*  Quartertj 
Journal  ol  Economies,  February,  1916;  W.  J.  Cunningham,  "  The  Separation  ci  Rail- 
road Operating  Expensea  between  FVeight  and  Fawenier  Sernoes,*'  ibid.,  February^ 
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very  briefly  to  appraise  the  value  of  the  record  to  date, 
and  to  present  some  inquiries  as  to  future  progress. 

The  outstanding  difficulty  in  any  attempt  at  rulway 
cost  accounting  is  to  apportion  to  the  freight  or  the  pas- 
senger services  those  expenses  that  are  conmion  to  both 
services.  It  is  clear  that  a  number  of  accounts  must  per- 
tain exclusively  to  one  or  the  other  service.  "  Loss  and 
Damage  Frei^t "  is  clearly  assignable  to  the  freifl^t 
service,  the  cost  of  operating  sleeping  cars  to  the  pas- 
senger service,  and  so  on. 

In  his  illuminating  analysis  of  this  subject  Cunning- 
ham divides  railway  costs  into  three  general  groups,  as 
follows: 

1.  Those  that  may  be  definitely  and  accurately  al- 
located.   That  is,  direct  charges. 

2.  Those  that  are  susceptible  of  apportionment  on 
some  basis  which  will  approximately  represent  the  facts. 
That  is,  indirect  charges  susceptible  of  approximate 
separation. 

3.  Those  that  defy  even  approximate  apportionment; 
that  is,  joint  costs  very  difficult  to  separate. 

Professor  Cunningham  listed  twelve  bases  of  ap- 
portionment used  or  suggested  from  time  to  time,  as 
follows  (and  I  may  add  that  he  did  not  exhaust  the 
possibilities) : 

1.  Train  miles. 

2.  Train  miles  plus  switch  locomotive-miles. 

3.  Gross  ton-miles. 

4.  Road  locomotive-miles. 

5.  Road  and  switching  locomotive-miles. 

6.  Locomotive  ton-miles. 

7.  Car-miles. 

8.  Train  miles  plus  car-miles. 


1917;  M.  L.  Cooke,  "  True  CoBt-fixing  —  What  it  Can  Do  for  the  Railroads.'* 
November,  1919;  A.  S.  Olxnsted,  "Do  ' Coet-of -Transportation '  Exhibits  in  Railroad 
Rate  Cases  Show  Cost  T  "    Ibid..  January,  1916. 
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cost  accounting  for  efficiency  purposes  on  their  own 
systems,  have  for  thirty-two  years  been  quite  generally 
opposed  to  a  uniform  system  of  cost  separation  applied 
to  all  railways  alike.  Their  principal  objection,  as  we 
have  seen,  is  based  on  their  skepticism  as  to  the  prac- 
ticability of  a  imiform  method. 

Let  us  suppose,  however,  that  a  complete  separation 
is  arrived  at,  what  assistance  will  it  render  to  regulatoiy 
bodies  or  to  the  railways  themselves  ? 

In  the  first  place,  separation  between  freight  and  pas- 
senger expense  will  throw  some  light  on  the  heated'and 
prolonged  controversy  as  to  whether  the  freight  business 
is  or  is  not  carrying  the  passenger  business;  that  is, 
whether  passenger  service  is  being  operated  at  a  loss, 
which  must  be  made  up  from  the  profits  on  freight  trans- 
portation.^ Even  were  this  conclusively  proven  by  the 
facts,  it  is  a  question  whether  the  state  of  public  opinion 
regarding  the  high  level  of  passenger  rates,  expressed  in 
many  general  ways  and  often  written  into  the  laws  of 
the  respective  states,  would  not  prevent  regulatory  com- 
missions from  so  adjusting  passenger  rates  as  to  force 
the  passenger  service  to  carry  its  share  of  the  cost  of 
transportation.  Furthermore,  even  if  legally  feasible, 
reasons  of  expediency  might  lead  the  Commission  to 
pause  before  disturbing  the  level  of  passenger  rates. 
Different  railways  might  show  differing  results,  and 
what  the  Commission  would  be  obliged  to  consider 
would  be  the  average  for  all  roads.  The  rates  of  such 
railways  as  differed  from  the  average  could  not  be 
changed  without  disturbing  the  whole  competitive 
fabric  of  rates. 

Tiuning  to  the  freight  service,  the  point  just  made 
becomes  even  more  emphatic.    Not  only  would  we  have 

>  Our  table  on  page  310  indicated  that  during  the  six  years  188S-08  the  profit  fron 
freight  transportation  was  36.3  per  cent,  as  compared  with  10  per  cent  in  the  panemv 
service.   This  result  should  not  be  accepted  as  either  exact  or  condudTe. 
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an  average  of  roads,  but  also  an  average  based  on  count- 
less commodities,  and  the  question  arises  as  to  what 
assistance  separation  of  expenses  would  afford  to  a  body 
desiring  to  distribute  rates  equitably  over  all  regions  and 
all  commodities.  This  point  was  well  expressed  as  long 
ago  as  1892  by  H.  M.  Putney  of  the  New  Hampshire 
Commission,  when  he  said :  ''  It  doesn't  amount  to  any- 
thing to  us  when  trying  to  fix  a  fair  coal  rate  from  the 
seaboard  to  our  interior  towns  to  know  that  the  average 
cost  of  hauling  all  freight,  including  coal,  baby  carriages, 
benzine,  silk  and  everything  else,  is  a  cent  per  ton-mUe." 
The  Commission  itself  has  put  in  a  mild  disclaimer  on 
the  rate-making  utility  of  cost  separation,  in  the  follow- 
ing language :  "  It  is  erroneous  to  suppose  that  the  Com- 
mission is  interested  in  statistics  of  this  sort  merely 
for  the  purposes  of  rate  making.  ...  It  is  the  duty  of 
the  Commission  to  keep  itself  informed  regarding  the 
manner  in  which  the  railway  business  is  conducted,  and 
a  knowledge  of  the  variations  in  unit  costs  is  valuable 
to  us  even  if  no  rates  are  based  thereon."* 

Still  other  difficulties  arise  when  it  is  attempted  to 
separate  costs  as  between  line  and  terminal  hauls,  as 
between  state  and  interstate  traffic,  and  the  like.  The 
terminal  separation  would  be  necessary  under  any  mile- 
age scale  of  rates,  yet  such  a  separation  cannot  be  made 
without  carrying  the  work  of  apportionment  imder  the 
present  classification  very  much  farther.  Efforts  of  this 
sort  have  been  made,  notably  in  certain  state  cases  in 
Wisconsin,  Oklahoma,  and  Ohio,  but  they  involved 
months  of  most  intensive  investigation  and  compilation. 

In  brief,  and  finally,  it  appears  that  for  detailed  rate- 
making  purposes,  whether  frei^t  rates  or  passenger 
rates,  no  scheme  of  cost  separation  yet  developed  can  be 
helpful  except  in  the  most  general  way.   The  new  classi- 

ao  I.  a  c.  e7o. 
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fication  will  add  considerably  to  the  sum  of  information 
possessed  by  the  student  of  railway  affairs,  and  may  well 
assist  the  railways  themselves  in  f lunishing  standards 
by  which  to  judge  the  relative  efficiency  of  operation.  It 
will  imquestionably  give  the  Commission  valuable  data 
along  the  same  line.  It  will  develop  material  for  further 
discussion  of  the  cost  of  service,  value  of  service,  and 
other  factors  in  the  philosophy  of  rate  construction.  For 
all  these  purposes  it  will  be  useful,  but  for  purposes  of 
detailed  rate  making,  I  feel  that  the  complicated  factors 
entering  into  the  problem  prevent  this  particular  phase 
of  cost  accounting  from  attaining  great  utility. 

Juuus  H.  Pabmbles. 

Wabhinoton,  D.  C. 
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A  UNIQUE  ARBITRATION  CASE 

The  supreme  issue  of  the  right  to  existence  is  seldom  will- 
ingly submitted  by  a  trade  imion  to  arbitration.  In  other 
words,  the  right  of  recognition  is  usually  held  to  be  non- 
arbitrable.  The  o£Scial  records,  even  during  the  war  when 
arbitration  was  so  commonly  resorted  to,  contain  no  instance 
of  this  sort.  Yet  one  such  has  recently  come  before  the 
National  Adjustment  Commission  —  the  tribunal  set  up  for 
peace-time  arbitration  in  the  shipping  industr>'  b}*  the  joint 
consent  of  longshoremen,  steamship  operators,  and  the  United 
States  Shipping  Board.  For  this  reason,  altho  the  number  of 
men  immediately  concerned  amounted  to  but  a  few  thousand, 
employed  in  and  about  the  port  of  New  York,  the  decision 
merits  review.  Furthermore,  the  case  derives  importance 
from  the  fact  that  it  betokens  an  extension  of  unionism  afield 
from  the  artisan  class  into  that  of  clerical  employees  and 
office  help. 

As  a  concomitant  of  the  general  industrial  imrest  in  New 
York,  the  clerical  force  on  the  docks  during  1919  formed  an 
organization  known  as  the  Steamship  Pier  Office  Employees 
Association,  which  affiliated  itself  with  the  International 
Longshoremen's  Association.  The  steamship  operators 
stoutly  resisted  the  advances  of  this  organization,  and  a  dead- 
lock resulted,  finally  culminating  in  a  strike  in  November. 
The  employers  contended  that  these  men  were  so  directly 
representative  of  their  interests,  especially  through  the  check 
which  they  were  able  to  exercise  upon  the  activities  of  the 
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manual  laborers  actually  handling  f reight,  that  th^  refused 
point  blank  to  deal  with  the  union.  The  clerks  on  thdr  part 
refused  in  many  instances  betterment  of  their  conditions  and 
increases  of  wages  as  individuals;  declaring  that  th^  must  be 
dealt  with  collectively  as  an  organization.  Finally  both  sides 
agreed  to  break  the  deadlock  by  submitting  the  question  of 
recognition  of  the  union  and  institution  of  collective  bargain- 
ing to  the  National  Adjustment  Commission.  This  proff^ 
was  at  first  declined  by  us  on  the  groimd  that  the  issue  was  not 
arbitrable,  but  finally,  as  affording  the  only  way  out,  respon- 
sibility for  the  settlement  was  assumed. 

The  first  step  in  solving  the  difficulty  concerned  the  basic 
issue  of  recognition,  and  upon  this  point  the  distinction  was 
sharply  drawn  by  the  Commission  between  those  employees 
who  might  properly  be  designated  as  rank  and  file  and  those 
others  who  by  reason  of  fiduciary  responsibility  or  superin- 
tendence over  others  deserved  more  individual  treatm^it. 
With  this  distinction  attached,  the  Chairman  added  his  vote 
to  that  of  the  two  labor  members,  thus  overruling  the  ob- 
jections to  recognition  of  any  sort  set  up  by  the  steamship 
companies. 

The  second  step  in  analysis  consisted  of  a  classification  of 
clerks,  segregating  them  into  the  two  groups  above  men- 
tioned. The  process  was  simple  for  those  lying  at  either  ex- 
treme; but  it  became  extremely  difficult  for  the  border-line 
groups.  Thus,  superintendents,  assistant  superintendents, 
paymasters,  time  keepers,  and  the  like  were  clearly  em- 
ployers' representatives,  and  as  such  were  entitled  neither  to 
a  standard  minimum  wage  nor  definite  assignment  of  hours- 
with  overtime.  Equally  clear  was  it  that  the  majority  of  the^ 
clerks,  indistinguishable  one  from  another,  should  have  their 
wages  and  working  conditions  prescribed  in  wholesale  fashion 
as  members  of  the  union.  But  a  peculiar  difficulty  presented 
itself  respecting  the  intermediate  group  of  employees  prac- 
tically known  as  "  chief  receiving  "  and  "  chief  delivery  " 
clerks.  Upon  piers  where  large  numbers  of  clerks  were^ 
employed,  they  obviously  were  excluded  from  union  condi- 
tions,  as  having  superintendence  over  others;  but  in  many^ 


Digitized  byVjOOQlC 


NOTES  AND  MEMORANDA  365 

instances  throughout  the  port  the  chief  receiving  and  de- 
livery clerks  on  smaller  piers  constituted  the  entire  clerical 
staff.  To  exclude  such  persons,  who  were  in  reality  at  one  and 
the  same  time  employers'  representatives  and  also  rank  and 
file,  would  have  deprived  the  organization  of  several  hundred 
members.  The  imion  contended  that  to  exclude  them  cut  the 
heart  out  of  recognition  of  the  imion.  At  this  point  it  ap- 
peared almost  as  if  another  impasse  had  been  reached. 

Finally,  by  the  deciding  vote  of  the  Chairman,  a  third  step 
in  analysis  resulted.  The  principle  was  enunciated  that 
whereas  persons  representing  the  employers'  interest  because 
of  their  fiduciary  character,  or  because  of  superintendence 
over  others,  might  not  be  dealt  with  imionwise,  this  very  ex- 
ercise of  authority  or  responsibility  necessarily  demanded  a 
distinctly  higher  wage  than  was  accorded  the  rank  and  file. 
In  other  words,  the  principle  was  laid  down  that  responsi- 
bility and  superintendence  deserved  recognition  through  a 
higher  basic  wage,  which  in  itself  for  these  employees  must 
necessarily  take  the  place  of  overtime  compensation  and  an 
established  standard  minimum  of  pay.  Thus  considered,  the 
Chairman's  vote  assigned  the  chief  receiving  and  delivery 
clerks  to  the  employer  group,  and  exempted  these  men  from 
union  treatment.  This  was  apparently  a  victory  for  the  em- 
ployers. But  it  was  tempered  by  the  recommendation,  under 
penalty  of  a  review  of  the  case,  that  the  employers  should 
therefore  compensate  more  liberally  than  they  had  done  in  the 
past  for  the  responsibility  aind  superintendence  which  had 
been  alleged  to  attach  to  these  positions,  and  which  did  not 
appear  to  have  been  paid  for. 

The  case  being  thus  decided,  indications  are  to  the  effect 
that  peace  in  the  port  will  ensue.  The  rank  and  file  will  re- 
ceive a  minimum  wage  and  overtime,  as  a  result  of  the  award. 
The  forthstanding  clerks  will  get  a  wage  more  suitable  to 
their  positions,  and  it  is  assumed  that  they  will  recognize  the 
good  o£Sces  of  the  union  in  obtaining  for  them  this  benefit. 
But  the  emplo3rers  on  their  part  remain  protected,  as  it  is 
held  on  principle  that  they  should  be,  in  the  enjoyment  of  a 
personal  and  direct  relationship  to  those  who  stand  for  them 
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in  dealing  with  other  employees.  It  is  clear  that  only  by 
preservation  of  this  right  to  the  employer  can  the  diadplioe 
and  control  be  maintained  upon  which  the  successful  conduct 
of  industry  depend. 

William  Z.  Riplet. 

HaBYABD  UNIYEBSrrT. 


ECONOMICS  IN  THE  BRITISH  WORKERS' 
EDUCATIONAL  ASSOCIATION 

The  second  and  third  sections  of  the  Constitution  of  the 
Workers'  Educational  Association  of  Great  Britain  and  the 
Dominions  (known  as  the  W.  E.  A.)  read  as  follows: 

II.  Objects 

Its  objects  shall  be:  (a)  To  stimulate  and  satisfy  the  de- 
mand of  working  men  and  women  for  education;  and  (6) 
Generally  to  assist  the  development  of  a  national  system  of 
education  which  shall  ensure  to  all  children,  adolescents,  and 
adults  such  education  as  is  essential  for  their  complete  de- 
velopment as  individuals  and  as  citizens. 

III.  Methods 

It  shall,  in  its  capacity  as  a  coordinating  federation  of 
working  class  and  educational  interests,  exercise  the  power 
necessary  to  fulfill  its  objects:  (a)  By  arousing  the  interest  (rf 
the  workers  in  Higher  Education,  and  by  directing  their 
attention  to  the  facilities  already  existing.  (6)  By  enquiring 
into  the  needs  and  desires  of  the  workers  in  r^ard  to  Educa- 
tion generally,  and  by  representing  them  to  the  Board  of 
Education,  Universities,  Local  Education  Authorities,  and 
Educational  Institutions,  (c)  By  providing,  either  in  con- 
junction with  the  aforementioned  bodies  or  otherwise,  facili- 
ties for  the  study  of  subjects  of  interest  to  the  workers  for 
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which  necessity  exists,  (d)  By  the  publication  of  literature, 
and  by  such  other  means  as  from  time  to  time  may  be  con- 
sidered expedient. 

The  work  carried  on  under  the  W.  E.  A.  falls  roughly  into 
two  divisions.  First,  the  University  Tutorial  Classes.  These 
are  classes,  limited  to  about  thirty,  the  members  of  which 
pledge  themselves  to  attend  for  three  consecutive  years,  and 
to  perform  required  reading  and  essay  work.  Each  of  these 
classes  is  in  charge  of  some  member  of  the  Staff  of  a  large 
university,  who  is  chosen  by  the  Joint  University  Board,  for 
the  district  in  which  the  class  is  held.  This  Board  is  made  up 
equally  of  representatives  of  the  university  and  representar 
tives  of  the  working  men's  organizations.  Secondly,  there 
are  several  hundred  one-year  classes  and  study  circles,  many 
of  which  are  conducted  by  former  Tutorial  Class  students, 
and  a  large  number  of  public  lectures,  conferences,  and  week- 
end schools.  It  is  the  teaching  of  Economics  as  developed  in 
the  University  Tutorial  Classes  that  is  of  main  interest  to 
readers  of  this  Journal. 

In  the  year  1918-19,  there  were  166  of  these  University 
Tutorial  Classes  in  Great  Britain.  This  year  (1919-20)  there 
are  many  more.  Out  of  the  166  classes  in  1918-19,  63  were 
classes  in  Economics,  and  Industrial  or  Social  History.  These 
University  Tutorial  Classes  meet  one  night  a  week,  for  two 
hoiurs  in  the  town  or  locality  in  which  the  class  Uves.  The 
instructor  travels  from  the  university  each  week.  The 
classes  are  composed  almost  entirely  of  working  men  or 
women  in  the  manual  or  clerical  trades.  There  is  a  very  small 
percentage  of  small  tradesmen,  civil  servants  and  the  like. 
The  age  of  the  students  tends  to  average  about  thirty;  but 
there  are  many  over  that  age.  AU  the  students  attend  these 
classes  after  a  full  day's  work,  or  before  a  full  night's  work  in 
factories,  mines,  or  offices.  Practically  all  have  had  a  number 
of  years'  experience  with  the  industrial  system  in  their  capac- 
ity as  workers;  many  are  heads  of  families  and  so  bring  a 
householder's  point  of  view;  some  have  acquired  through 
events  or  travel  a  familiarity  with  many  different  parts  of  the 
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industrial  world.  A  condition  of  membership  is  a  pledge  to 
attend  to  the  end  a  three  years'  continuous  course.  Hub 
condition  is,  naturally,  a  selective  instrument  in  drawing  into 
the  classes  those  workers  only  who  wish  earnestly  to  learn; 
and  they  often  show  an  earnestness  approaching  passioiL 
This  fact  determines  the  attitude  both  of  the  class  and  of  the 
instructor.  Each  Tutorial  Class  has  its  libraiy,  made  up  of 
the  best  modem  standard  books  on  the  subject  8tu(Ued. 
In  economics  the  books,  with  a  few  exceptions  such  as 
Marshall  are  the  same  as  would  be  used  in  a  similar  couFBe  of 
study  undertaken  in  a  University.  The  library  is  in  the  care 
of  the  class  secretary-librarian  elected  by  the  class.  The 
students  can  draw  all  the  books  out  for  their  private  reading; 
and  they  are  in  fact  drawn  out  and  read.  In  addition,  the 
W.  E.  A.  sells  to  its  members  special  cheap  editions  of  some 
of  the  books  most  used. 

Each  weekly  meeting  of  these  classes  is  for  two  hours. 
There  is  some  variation  in  the  way  this  period  of  class-room 
work  is  used.  The  usual  method  is  for  the  instructor  to  lec- 
ture for  the  first  hour,  and  then  hold  a  discussion  in  the  sec- 
ond hour.  At  the  end  of  the  meeting  the  instructor  assigns  a 
subject  for  essay  writing,  which  is  frequently  suggested  in  the 
course  of  discussion.  He  also  returns  any  essays  of  the  pre- 
vious weeks  which  he  may  have,  with  critical  conunents 
written  on  them. 

Since  these  classes  have  the  same  members  for  three  years, 
and  the  nmnber  of  cases  in  which  members  do  not  attend  with 
great  regularity  to  the  end  is  small,  the  course  of  study  is 
made  progressive.  In  the  arrangement  of  the  three-jrear 
courses  in  economics,  and  also  in  the  ground  covered,  thare 
is  considerable  difference  between  different  instructors.  Most 
of  the  courses,  however,  approximate  a  common  type,  and 
have  similar  general  characteristics. 

This  common  type  is  arranged  somewhat  as  follows.  The 
first  year  is  devoted  to  the  study  of  the  economic  history  of 
Great  Britain  (perhaps  not  in  the  Dominion  classes).  Use  is 
made  of  the  simplest  and  most  concrete  material  available 
and  satisfactory.    This  study  is  made  with  the  aim  of  trae- 
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ing  out  the  development  of  the  present  economic  situation, 
and  also  the  development  of  economic  functions  and  relation- 
ships. Maps  and  charts  are  used  to  a  considerable  degree. 
The  second  3rear  is  devoted  to  further  anal3rsi8  of  the  political, 
g^graphical  and  ph3rsical  basis  of  industrial  structure,  with 
special  reference  ordinarily  to  English  industry.  Here,  too, 
maps  and  charts  are  used.  The  order  of  these  two  years  may 
be  reversed,  or  the  material  interspersed  differently  through- 
out the  two  years.  On  the  whole,  however,  the  first  two 
years  are  spent  in  the  study  of  the  facts  of  economic  life,  past 
and  present,  of  the  political,  physical  and  geographical  con- 
ditions underlying  industrial  Uf e,  and  in  trying  to  analyze  the 
development  of  present  economic  relationships  and  structure. 
The  third  year  is  then  spent  in  an  anal3rsis  of  the  operation  of 
the  present  industrial  organization,  and  in  a  study  of  the 
economic  position  of  the  population  and  the  distribution  of 
wealth.  The  lectures  are  kept  by  most  instructors  as  simply 
expository  as  possible.  Usually  the  instructors  follow  a  syl- 
labus distributed  to  the  class.  In  the  discussions  which  fol- 
low the  lectures,  the  broader  questions  of  theory  and  ethics 
which  are  involved  in  the  study  are  likely  to  come  to  the 
front.  And  the  subjects  which  are  assigned  for  essay  work 
are  calculated  often  to  set  the  students  thinking  about  the 
theoretical  aspects  of  the  material  they  are  studying. 

This  plan  is  conceived  primarily  to  give  the  students  the 
backgroimd  of  fact  and  general  knowledge  which  they  must 
have  in  order  to  interpret  the  reading  they  do  and  the  eco- 
nomic events  they  observe.  In  the  discussions  the  lecture  ma- 
terial is  brought  into  relation  with  the  collective  experience  of 
the  class  in  industrial  life  and  indeed  also  with  long  personal 
memories.  In  any  one  class  as  many  as  ten  industries  are 
likely  to  be  represented.  I  have  heard  it  said  that  classea 
made  up  of  workers  drawn  from  a  variety  of  industries  are 
likely  to  be  better  than  classes  in  which  all  the  members  work 
in  the  same  industry.  Furthermore,  many  of  the  students 
have  had  some  experience  in  local  administration,  trade  union 
or  otherwise,  and  therefore  have  a  sense  of  the  character  of 
organization  and  the  problems  involved,  in  all  forms.    In 
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these  discussions,  the  students  leam  how  to  expreas  an  opimon, 
but  —  still  more  important  —  they  leam  to  have  their  own 
opinions  discussed  and  challenged.  This  class-room  oontot 
is  a  great  stimulus  to  study.  The  class  brings  together  those 
individuals  in  the  ranks  of  working  men  who  moet  need  such 
comradeship  of  study  and  opinion.  The  progress  of  the 
classes  in  essay  writing  is  often  slow,  for  many  possess  only 
the  most  rudimentary  powers  of  expression  in  writing.  EBsay 
writing  often  is  experience  in  an  altogether  new  medium  of 
expression,  and  one  which  puts  their  thought  to  a  new  and 
more  critical  test. 

It  is  said  at  times  that  the  students  are  as  a  rule  too  old  to 
perform  much  genuinely  original  work.  This  may  be  tme. 
Many  of  them  have  had  their  outlook  on  economic  life  so 
definitely  determined  before  they  begin  this  study  that  it  is 
very  difficult  to  efifect  fundamental  change,  perhaps.  Nome 
the  less  the  course  of  study  does  lead  them  to  a  broader  under- 
standing of  the  industrial  organization  of  which  thqr  are  a 
part  and  a  witness.  Under  these  conditions  the  method  fol- 
lowed —  study  and  anal3r8is  of  historical  material,  and  of 
material  descriptive  of  present  industrial  structure  and  func- 
tion —  is  the  most  helpful.  For  the  minds  of  the  students 
respond  rather  to  new  perceptions  and  new  material  than  to 
general  theoretical  argument.  Careful  descriptive  study  is 
the  best  solvent  for  dogma. 

If  it  be  asked  what  motive  inspires  most  of  the  students,  no 
single  answer  is  possible.  But  beyond  a  doubt  it  is  true  that 
most  of  them  are  acting  merely  on  the  vague  ideal  that  intd- 
lectual  development  is  a  necessary  condition  to  satisfactoiy 
life  and  citizenship. 

The  cynical  may  at  this  point  be  asking,  What  "  brand  "  of 
economics  is  taught  ?  The  question  is  really  answered  by  the 
description  of  the  method  pursued.  The  energy  of  the  in- 
structing force  is  devoted  to  stimulating  the  students  to  think 
for  themselves,  and  not  to  teUing  them  what  to  think.  Evety 
effort  is  made  to  bring  them  in  touch  with  the  material,  nYoA 
must  be  known  before  useful  thinking  is  possible.  No  effort 
is  made  to  assert  any  one  set  of  views.    Quite  a  wide  < 
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gence  of  opinion  and  viewpoint  is  represented  among  the 
instructors  of  the  various  classes.  As  is  natural,  however,  the 
W.  E.  A.  attracts  to  it  on  the  whole  those  young  instructors 
who  are  impresssed  with  the  vital  need  of  vigorous  thought 
among  the  working  classes,  and  believe  that  working-dass 
thought  is  necessary  for  a  satisfactory  industrial  situation. 
Most  of  them  look  forward  to  the  time  when  working  men  will 
have  an  effective  share  in  the  control  of  their  industrial  life. 
However,  the  organization  throughout  is  devoted  to  the  idea 
that  progress  both  in  educational  and  industrial  matters  is  to 
be  accomplished  only  by  the  codperation  of  all  classes  of  the 
commimity. 

Its  attitude  of  class  codperation  has  brought  the  organisa- 
tion in  conflict  with  that  section  of  the  English  labor  move- 
ment which  is  pledged  to  the  doctrine  of  class  conflict.  This 
section  of  opinion  is  represented  by  the  Central  Labor  Col- 
lege in  London,  where  the  course  of  instruction  is  built  up 
strictly  on  the  basis  of  Marxian  doctrine,  and  where  for  ex- 
ample it  is  a  rule  that  all  instructors  must  be  drawn  from  the 
working  classes.  The  general  standpoint  of  the  W.  E.  A.  or- 
ganization in  the  matter  of  doctrine  is  well  expressed  in  a 
review  of  Marshall's  Industry  and  Trade^  which  appeared  in 
the  December,  1919,  number  of  the  Highioay,  the  monthly 
journal  of  the  W.  E.  A.  "  Since  1891  (the  date  of  Marshall's 
Principles,  Ist  edition)  the  swing  towards  large  scale  produc- 
tion and  standardization  has  been  accelerated,  and  the  scale 
of  business  organization  has  grown  even  more  rapidly.  Two 
other  factors  have,  however,  appeared  in  the  field.  One  of 
these  is  the  growing  demand  on  the  part  of  the  workers  for 
opportimities  of  self-realization  and  their  revolt  against  con- 
ditions of  industry  which  tend  to  rob  them  of  their  person- 
ality; and  the  other  is  the  dawning  conception  that  economic 
activity  should  not  be  primarily  as  a  means  of  personal  profit, 
but  as  a  form  of  social  service.  These  three,  the  economic 
efficiency  of  large-scale  organization,  the  spiritual  revolt  of 
labor,  and  the  claim  of  society  to  be  abundantly  supplied 
with  the  goods  and  services  it  requires,  have  each  incon- 
trovertible claims,  and  the  great  problem  of  constructive 
economics  is  to  find  an  equation  for  them." 
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The  effect  of  the  W.  E.  A.  woric  on  the  instructors,  and  oq 
the  universities  from  which  they  come,  is  second  in  value 
only  to  the  value  of  the  work  to  the  students.  The  instructon 
in  the  main  are  the  younger  members  of  tiie  staffs  of  the 
larger  universities.  Oxford  and  Cambridge  sometimes  deet 
Fellows  for  this  work  in  particular.  Usually  the  instructor 
sees  something  of  many  of  the  members  of  his  dasB  in  their 
homes,  as  well  as  in  the  class  room.  He  cannot  perform  the 
instruction  without  getting  an  understanding  of  the  indus- 
trial and  home  life  of  his  working-class  students.  Further- 
more, he  benefits  in  his  work  from  the  knowledge  of  the 
students  of  the  particular  industries  they  are  engaged  ul 
There  is,  in  short,  an  exchange  of  knowledge  and  experience. 
The  instructor  is  helped  to  get  a  knowledge  of  great  sectionB 
of  the  industrial  organization,  particularly  of  the  mysterieB  of 
production.  He  has  exceptional  opportimity  for  getting  lig^ 
on  industrial  relations  and  of  observing  the  operations  of  the 
trade  imions.  He  gets  a  knowledge  of  the  policy  and  the 
administration  of  working-class  movements  generally. 

The  influence  of  the  W.  E.  A.  extends,  however,  b^ond  the 
particular  instructor.  The  Tutorial  Classes  have  become  a 
link  between  the  universities  and  the  working  classes,  who 
heretofore  have  not  had  any  relation  to  the  universities.  For 
example,  the  University  Joint  Board  arranges  for  summer 
schools  to  be  held  on  university  premises.  These  are  usually 
fortnightly  courses  of  study,  to  attend  which  the  students  can 
get  leave  or  vacation.  Such  departments  as  the  EoononuGS 
Department  genuinely  feel  the  stimulus  of  this  new  function. 
They  are  not  only  kept  in  touch  with  the  industrial  world,  but 
they  are  in  constant  communication  with  those  sections  of  it 
that  they  have  had  no  bond  with  heretofore.  This  is  the 
source  of  such  a  conception  of  a  university  as  is  set  forth  in 
the  final  report  of  the  Adult  Education  Conmiittee.  There 
the  university  is  pictured  as  the  great  instrument  for  oom- 
mimication  of  thought  between  all  sections  of  the  commun- 
ity; a  commimication  vital  for  the  success  of  an  industrisl 
democracy. 

HKBBmrr  Fm. 


Digitized  byVjOOQlC 


NOTBS  AND  MEMORANDA 


373 


THE  CAPITALIZATION  OF  THE  LAND  TAX 


The  notion  that  the  capitalization  of  land  taxes  gives  a 
privileged  position  in  the  tax  S3rstem  to  persons  acquiring  land 
subsequent  to  the  tax  levy  has  been  finally  dispelled,  largely 
by  the  publication  of  Professor  T.  S.  Adams'  paper  on  "  Tax 
Exemption  through  Tax  Capitalization"  in  Uie  American 
Economic  Review,^  June,  1916.  Hence  the  question  whether 
the  land  taxes  which  prevail  in  this  country  as  part  of  our 
general  system  of  wealth  taxation  have  been  capitalized,  and 
the  fmther  question  whether  land  taxes  are  imique  in  being 
subject  to  capitalization  have  come  to  be  of  but  little  practi- 
cal importance.  These  questions,  however,  are  of  theoretical 
interest  and  in  the  view  of  the  present  writer  the  authorities 
on  tax  incidence  have  taken  unsound  positions  on  them. 

In  regard  to  the  first  point,  it  has  been  held  with  seeming 
unanimity  that  a  land  tax  cannot  be  capitalized  if  it  is  part  of 
a  general  tax,  that  is,  if  the  tax  rate  that  falls  upon  land  value 
is  equal  to  the  rate  that  is  levied  upon  other  forms  of  wealth. 
Professor  Seligman's  exposition  is  typical.  He  says,  "  The 
truth  of  the  matter  is  that  the  whole  theory  applies  to  the 
land  tax  only  where  it  is  the  sole  tax  levied."  *  "  It  is  clearly 
necessary  to  assume  inequality  of  taxation.  If  there  is  no 
excess  there  is  nothing  to  be  capitalized.  The  theory  applies 
only  to  taxes  which  are  exclusive,  or  which  exceed  other  taxes 
l>y  a  definite  amount.  Inequality  of  taxation  is  the  comer- 
stoiie  of  capitalization.''  **  ^ 
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This  oonclusion  is  Deoessarily  dependent  upon  the  as- 
sumption that  the  rate  of  interest  at  which  land  inoome  ii 
capitalized  decreases  by  the  amount  of  the  tax  rate  when  t 
general  tax  is  imposed.  That  is,  that  the  rate  at  whidi  land 
income  is  capitalised  and  the  net  income  from  land  decrease 
in  the  same  proportion  due  to  the  tax  levy.  If,  for  example, 
land  income  is  capitalized  at  5  per  cent,  land  beaiiog  ttOO 
rent  yearly  and  expected  to  jdeld  this  sum  indefinitely,  woaU 
be  worth  $10,000.  If  a  general  tax  of  1  per  cent  riimild  be 
levied,  the  net  income  from  this  parcel  of  land  would  be  re- 
duced to  $400,  but  if  the  rate  of  capitalisation  should  be 
reduced  to  4  per  cent,  the  value  of  the  land  would  remain  at 
$10,000:  the  land  tax  would  not  have  been  capitalised.  Tlie 
familiar  analysis  of  tax  shifting  may  be  employed  to  show 
that  the  assumption  in  regard  to  the  depression  ^  the  rate  of 
caintalization  by  the  amount  of  the  tax  is  perhape  not  wa^ 
ranted.  But  attention  may  first  be  called  to  a  factor  whidi 
appears  to  have  been  overlooked  heretofore. 

Land  income  is  capitalized  at  a  rate  of  interest  that  is  low^ 
than  the  rate  earned  from  most  other  investments.  The  net 
rates  of  return  from  land  and  other  forms  of  wealth  tend  to  be 

the  revenue  from  land,"  p.  344.  Plehn,  C.  C,  Introduction  to  Public  Finanee,  Sd  «L, 
New  York.  1000. 

"  Where  a  tax  has  been  recognised  as  at  once  special  and  definitely  fixed,  it  aeeBStt 
pass  out  of  the  ordinary  category  of  taxes  into  that  of  charges,  a  trmnifonBatioB  onlr 
possible  in  the  case  of  durable  productive  wealth,  and  most  prominent  ia  nqwet  tt 
land.*'    Bostoble.  C.  F.,  Public  Finance,  3d  ed.,  London.  1003. 

"  The  effect  of  a  tax  on  land  which  is  merely  one  form  of  a  more  genenl  tax  on  pro^ 
erty  or  income  will  be  qtiite  different  (from  that  produced  by  a  tptdal  tax),  tiaee  in  tUi 
latter  case  the  selling  price  of  the  land  will  not  tend  to  be  lowered,  as  its  piiiniiessi  «il 
have  to  pay  no  more  taxes  in  consequence.'*  Sidgwick,  H.,  The  Prineiplei  of  PoBtSoJ 
Economy,  ad  ed.,  London,  1887,  p.  673.  footnote. 

"  If  the  object  of  taxation  be  durable  and  the  tax  a  special  or  exdnshre  ona,  tlw  prisi 
of  the  object  is  likely  to  be  reduced  by  an  amoimt  equal  to  the  capitalised  vahie  of  ths 
tax.  .  .  .  What  the  prospective  purchaser  capitalises  and  deducts  is  not  tlw  eatirs  tax 
on  the  land,  but  the  excess  of  that  tax  over  similar  taxes  upon  other  inTsetmsnta  open  to 
him."    Ely.  R.  T..  Outlines  of  Economics,  8d  ed..  New  York,  1010,  p.  700. 

When  an  author  speaks,  as  Ely  does.  "  of  the  excess"  of  a  land  tat  **oirv sfanflsr 
tases,"hemay  mean  the  actual  excess  of  tax  burden  rather  than  the  nominal  cneeH.  D 
so,  no  exception  can  be  taken  to  the  statement.  But  when  capitalisation  of  tlw  bad  tax 
is  made  to  depend  upon  an  excess  in  the  rate  of  the  land  tax  as  compared  with  tlw  cm* 
eral  tax  rate,  the  actual  tax  burdens  are  assumed  to  be  identical  with  tlw  ^*'<^*^  tai 
burdens.  It  is  in  part  the  purpose  of  this  paper  to  show  that  this  *nnTnirt1tm  is  not 
warranted,  and,  as  well,  waiving  this  assumption,  to  show  the  faeton  tlMt  auiki  for 
aotnal  inequality  in  tax  burdens  under  a  general  tax. 
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the  same :  they  could  not  be  different  in  a  competitive  market. 
But  due  to  the  risk  of  loss  being  less  in  land  investment  than 
in  most  other  forms  of  investment,  and  also  to  the  desire  for 
home  ownership,  the  gross  rate  derived  from  land  invest- 
ments is  less  than  the  prevailing  gross  rate  of  return  in  most 
industrial  enterprises.  (Consequently  the  imposition  of  an 
equal  tax  rate  upon  the  two  classes  of  investment  will  not 
reduce  the  rates  of  income  from  the  two  fields  of  investment 
by  the  same  amount,  provided  the  tax  that  falls  upon  indus- 
trial (non-land)  enterprise  is  not  shifted  to  consumers.  This 
would  be  true  since  as  the  rates  that  are  set  in  the  competitive 
market  for  the  two  forms  of  investment  represent  the  relative 
desirability  of  owning  the  two  forms  of  wealth,  the  rates  of 
return,  in  these  two  fields  of  investment  after  making  allow- 
ance for  the  tax,  must  be  relatively  about  the  same  after  the 
tax  impost  as  they  were  before;  hence,  the  two  rates  being 
unequal  cannot  they  decline  by  the  same  absolute  amount. 
The  lesser  rate  must  necessarily  decline  less  than  the  larger 
rate.  For  example,  if  the  general  rate  of  return  from  indus- 
trial enterprises  should  be  10  per  cent  while  land  is  priced  so 
as  to  yield  5  per  cent,  a  reduction  in  the  rate  of  return  from 
industry  from  10  per  cent  to  8  per  cent,  would  not  change  the 
rate  at  which  land  income  is  capitalized  from  5  per  cent  to 
3  per  cent,  but  to  some  point  between  3  per  cent  and  5  per 
cent.  That  is,  with  these  rates  of  return  prevailing  in  these 
two  fields  of  investment,  if  a  general  tax  of,  say,  2  per  cent 
should  be  levied  and  if  the  rate  realized  in  industry  after  the 
tax  deduction  should  fall  to  8  per  cent,  the  price  of  land  would 
be  adjusted  so  that,  say,  4  per  cent  would  be  derived  from 
land  investments. 

So  long  as  the  price  of  land  remained  unchanged,  in  such  a 
case,  the  return  subsequent  to  the  2  per  cent  tax  imposition 
would  be  3  per  cent  of  the  land  value.  Land  owners  would 
desire  to  transfer  their  investments  to  industrial  enterprises 
where  they  could  earn  8  per  cent.  Their  offers  to  sdl,  to- 
gether with  the  reluctance  of  non-land  owners  to  buy  on  a 
3  per  cent  basis,  would  cause  the  price  of  land  to  fall.  Thus 
the  land  tax  would  have  been  capitalized  in  part  even  tho  the 
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tax  nte  levied  upoo  Imnd  was  in  no  degree  i 
late  levied  upon  other  forms  of  weslth;  andy 
the  tax  that  f  cH  upon  wealth  other  than  hu»d 
forward  to  coneuiuers. 

There  is  additional  reason  for  accepting  this  4 
a  land  tax  will  be,  at  least,  partiaDj  capitaliaed  ^ 
tax  is  imposed  upcm  an  weahh.  Itis,namelj,  thatthepaitof 
the  tax  which  falls  upon  industrial  entefprises  may  be  diifted 
iriioDy,  or  in  part,  to  coDsumers.  If  this  is  done,  tliai  ckady 
the  price  of  land  subject  to  the  tax  will  iwifwiily  £dl  aaee 
land  income  would  be  reduced  without  a  corveapondiiig  de- 
crease in  the  rate  at  which  land  income  is  capitaliaed.  In- 
deed, if  the  tax  upon  industry  were  shifted  eoktmij  to  the 
consumers,  the  late  of  income  realiaed  from  iiMhwrtiy  after 
deducting  the  tax  would  remain  as  it  was  beCoie  the  tax  lety 
but  the  rate  at  which  land  income  is  capitaliaed  would  not 
diange.    The  land  tax  would  then  be  wholly  capitafiaed. 

AsEumiDg  the  tax  to  be  wholly  onerous,  such  shifting  as 
would  take  place  would  result  largely  from  the  tax,  wUdi 
would  encourage  exportation  of  capital  and  diaeourase  ito 
importation:  thus  by  decreaang  the  Mxmal  supply  of  capital 
it  would  increase  the  rate  of  capital  return.  Tbe  normal 
supi^y  of  taxaUe  capital  might  also  decrease  somewhat,  due 
to  the  shifting  of  investments  to  some  extent,  from  the  fines 
where  tax  evasion  is  impo^ble  to  those  wherein  the  tax  can 
be  evaded. 

The  geKcraUy  accepted  position  of  the  economists  would 
lead  us  u>  expect  that  such  a  tax  by  discouraging  saving  and 
encouragiDg  spending  would  bring  about  a  reducticm  in  the 
supply  of  capital  and  thus  raise  the  rate  of  income  therefrom. 
But  there  is  perhaps  not  much  validity  in  this  contention. 
Such  a  tax  would  fall  upon  exp»iditures  as  wdl  as  upon  saT- 
ings:  it  would  reduce  the  demand  for  loan  funds  and  for  the 
products  of  capital  goods  and  also  the  supply  of  loan  funds 
and  the  supply  of  capital  goods.  We  cannot  be  certain  that 
sudi  a  tax  would  reduce  the  supply  side  of  the  capital  market 
so  disproportionately  to  the  demand  side  as  to  bring  about  an 
in  the  rate  of  int«est. 
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Aflsuming  the  government  expenditure  of  the  tax  receipts 
to  be  beneficial  to  the  industrial  life  of  the  people,  the  impod- 
tion  of  a  general  tax  need  not  depress  the  net  earnings  from 
industry  at  aU.  And  while  the  effect  of  such  a  tax  upon  land 
income  is  problematical,  it  is  clearly  possible  that  land  rent 
might  not  increase  by  the  amount  of  the  tax  pa3mients;  and 
in  80  far  as  it  did  not,  land  value  would  necessarily  faU.  The 
general  conclusion  must  be  that  the  capitalization  of  a  land 
tax  is  not  dependent  upon  its  being  in  excess  of  other  taxes. 

Upon  the  question  whether  land  value  taxes  are  unique  in 
being  subject  to  the  capitalization  principle,  Professor  Selig- 
man  may  again  be  quoted  to  show  the  conventional  position 
of  our  authorities  in  taxation.  He  says,  "  Tax  capitalization 
is  not  at  aU  peculiar  to  the  land  tax."  ^  "  On  this  distinction 
(whether  the  commodity  is  diurable  or  perishable)  depend  the 
phenomena  of  what  is  known  as  tax  capitalization."  *  ''  If 
the  special  tax  covers  ten  years  of  the  consumption  period  of  a 
house,  the  imposition  of  the  tax  on  houses  depreciates  the 
value  of  the  house  by  the  present  worth  of  a  ten-year  an- 
nuity."** 

Durability  is  necessary  if  tax  capitalization  is  to  result. 
While  a  tax  impost  may  depress  the  price  of  a  good  that  is  to 
be  subject  to  but  one  tax  payment,  yet  properly  speaking  a 
tax  is  capitalized  only  in  case  prospective  tax  payments  are 
discounted  into  a  present  value;  that  is,  capitalized  and  de- 
ducted from  present  value.  But,  the  relation  to  other  taxes 
warranting  it,  which  is  admittedly  the  case  if  the  tax  be  a 
special  tax,  capitalization  does  not  necessarily  result  if  the 
object  taxed  is  diutible  and  subject  to  future  assessments. 
There  is  in  addition  to  diutibility  another  quality  without 

1  Shiftixic  and  Ineidenee  of  Tazation,  p.  179. 

<  nnd.,  p.  221. 

<  nnd..  p.  224. 

«  **  The  prooeM  of  eapiUlinng  taxes  and  the  theory  of  incidenoe  baaed  thereon  are 
applicable  to  Tirtualbr  every  form  of  durable  property.'* 

Adama,  T.  8.,  '*  Tax  Exemption  through  Tax  Capitalisation,"  Eeooomie  Review, 
voL  i«  p.  271,  June,  1916. 

**  This  Une  of  reasoning  applies  to  all  inoome-bearins  property  that  may  be  boogfat 
and  sold."    Adams,  H.  C,  PubUc  Finance.  New  York.  1899,  p.  406. 

*'  The  same  may  be  said  of  a  special  building  tax."    Plehn,  C.  C,  ibid.,  p.  844. 

See  also  quotation  from  Boetable  in  above  footnote. 
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■»T^^*  »^^>^  ^^y  v^  ^^.!^>^Ti^  ^nil  iTifftiflHttffii  into  ■  prw- 
CBiruoe:  a£d.acKKkiST.hs]acaBfeekiiot  aibjeci  totheeo^ 
trol  cf  ihe  ikzA  owzmspl,  Tbe  tax  pa jmenta  fiJl  upoo  Uk 
tmnMEn  at  ibe  lii£>d  ftZKi  ther  cannot  shift  them  to  die  pm^ 
tbhaen  of  bod  serrkit.  For  the  tax  impoatkm  wiD  not  kid 
them  to  cortaO  the  SGpptr  of  laad  which  is  yeaily  offered  oq 
the  market  and  tha<  thej  viQ  be  unable  to  increase  the  in- 
eomefrMD  the  land. 

Is  this  true  (rf  other  goods  ?  The  answer  must  be  in  the 
negative.  The  supply  of  most  goods  is  subject  to  ecmtrol  due 
to  the  fact  that  new  quantities  are  being  produced.  The  sup- 
ply of  such  goods  tends  to  be  adjusted  so  that  the  price  le- 
odved  for  the  goods,  or  for  the  services  of  the  goods,  is  just 
sufficient  to  cover  marginal  cost  of  production.  Hence,  an 
increase  in  cost,  due  to  the  imposition  of  a  tax,  will  tend  to 
cause  a  curtailment  erf  the  supply  of  such  goods  until  price 
rises  sufficiently  to  cover  the  tax. 

If  the  current  production  of  a  good  is  small  relative  to  the 
total  supply  on  the  market,  as  in  the  case  of  houses,  there  is^ 
obviously,  less  possibility  that  a  tax  will  lead  to  an  immediate 
increase  in  the  price  of  the  good  or  its  services  than  if  the 
current  production  is  very  large  relative  to  the  supply  on  the 
market.  And  if  for  the  time  being  new  units  of  a  good  are 
not  being  produced,  as  in  the  case  of  houses  in  a  city  of  de- 
creasing population,  a  tax  cannot  increase  the  price  of  the 
good,  or  of  its  services.  In  the  absence  of  production  a  tax 
cannot  check  production.  Clearly,  the  greater  the  durability 
of  a  good  the  less  will  its  total  supply  be  affected  by  the  cur^ 
rent  production  or  by  withholding  the  current  production, 
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and  hence  the  less  likelihood  that  a  tax  will  be  recouped  from 
consumers.  Rather,  the  greater  is  the  likdihood  that  it  will 
fall  upon  seUers,  or  owners  in  the  case  of  goods  whose  services 
are  sold,  and  for  the  time  being  reduce  value,  that  is,  be 
capitalized.  But,  to  repeat,  diutibility  is  not  alone  sufficient 
to  insure  this  result.  The  new  production  of  the  most  du- 
rable good  may  be  of  such  importance  to  consumers  that  a 
check  in  production  due  to  a  tax  levy  will  bring  about  an 
increase  in  price  sufficient  to  cover  the  tax  and  thus  pre- 
vent tax  capitalization.  It  seems  reasonable  to  believe  that 
this  would  be  true  of  houses  in  any  of  our  typical  American 
cities. 

Tax  capitalization  does,  however,  apply  to  certain  taxes 
other  than  taxes  upon  land  value.  A  tax  upon  bonds  that  have 
already  been  issued  submits  ideally  to  the  tax  capitalization 
principle.  A  definite  income  is  pledged  to  the  bond  holders 
and  they  are  powerless  to  increase  this  income  so  as  to  re- 
cover the  tax  payments.  The  value  of  the  bonds  consequently 
declines  by  the  present  worth  of  the  expected  tax  payments. 
A  certain  kind  of  tax  levied  upon  monopoly  will  also  be  wholly 
capitalized;  namely,  a  flat-rate  tax.  If  a  tax  upon  monopoly 
profit  were  made  to  vary  in  rate  with  the  rate  of  monopoly 
profit  the  net  income  from  the  monopolized  good  would  not 
necessarily  decrease  by  the  amount  of  the  tax,  nor  would  this 
necessarily  result  if  a  tax  were  levied  upon  each  unit  of  monop- 
oly product.  However,  the  net  income  in  these  cases  would 
be  expected  to  show  at  least  some  decrease  thus  leading  to 
partial  capitalization  of  the  tax.  But  if  the  tax  were  levied  as 
a  flat  rate  upon  the  profits  of  a  monopoly,  the  price  of  the  mo- 
nopolized product  would  not  be  altered  thereby.  As  it  was 
set  to  give  the  greatest  net  profit,  a  given  fractional  reduction 
in  the  net  profit  will  not  make  a  change  in  price  advisable. 
The  tax  will  fall  wholly  upon  the  monopolist  and  will  be 
wholly  capitalized.  Other  than  these  two  taxes,  the  land 
value  tax  seems  to  be  alone  in  being  subject  to  capitalization, 
save  as  special  conditions  will  lead  to  the  capitalization  of 
other  taxes,  as  for  example,  a  building  tax  in  a  locality  in 
which  no  new  buildings  are  being  constructed. 
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The  above  analsrsis  is  baaed  upon  the  generally  accepted 
position  that  a  tax  upon  land  value  cannot  be  ahif ted.  Ashas 
been  pointed  out  by  Professor  J.  R.  Turner  in  this  Journal,^ 
the  taxation  of  the  value  of  agricultural  land  may  lead  to  the 
exhaustion  and  abandonment  of  some  land  that  is  imder  (mi- 
tivation  and  hence  to  an  increase  in  the  prices  of  agricultunl 
products.  But  while  this  may  prevent  the  value  of  most  agri- 
cultural land  from  decreasing  by  the  capitalised  sum  of  the 
anticipated  tax  payments,  it  can  hardly  prevent  some  de- 
crease in  land  value.  If  the  value  of  any  agricultural  land  is 
to  remain  as  before  the  tax,  the  prices  of  agricultural  produets 
must  rise  sufiSciently  to  cover  the  tax,  and  this  is  impoeaibk 
unless  some  land  is  exhausted  beyond  recovery.  For,  as  soch 
price  increase  could  come  about  only  by  a  decrease  in  supp^, 
as  the  demand  cannot  be  assumed  to  change  by  the  imposi- 
tion of  such  a  tax,  it  could  not  be  such  as  to  warrant  the 
former  supply;  that  is,  prices  could  not  rise  by  the  amount  of 
the  tax,  imless,  as  stated  above,  some  land  were  eidiausted 
beyond  recovery.  Barring  this  remote  possibility,  tiie  con- 
clusion is  incontrovertible  that  if  any  rise  in  the  prices  of 
agricultural  products  followed  the  imposition  of  a  land  tax, 
it  would  not  be  sufficient  to  leave  land  owners  in  the  enjoy- 
ment of  the  net  economic  rent  which  they  received  previously 
to  the  tax  imposition.  That  is  to  say,  taxes  upon  the  value  of 
agricultural  land  must  be,  at  least,  pyartially  capitaliied. 
Furthermore,  this  limitation  is  in  no  way  applicable  to  urban 
land.  Indeed,  the  pressure  of  a  tax  upon  such  land  is  in  the 
direction  of  forcing  land  into  the  market  and  thus  forcing  the 
net  income  of  land  already  in  use  below  the  point  to  which  it 
is  depressed  by  the  tax.  Similarly,  a  tax  may  force  sufficient 
idle  land  into  agricultural  use  to  offset  the  tendency  for  land 
income  to  rise  due  to  the  abandonment  of  agricultural  land. 

H.  G.  Hatbs. 
Yale  Univebsitt. 

1  Vol  31.  p.  353,  February.  1917. 
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KEYNES,  THE  ECONOMIC  CONSEQUENCES 
OF  THE  PEACE* 

Mr.  Ketnes  needs  no  introduction  to  economists.  The 
gh  quality  of  his  work  is  known.  This  book  shows  the  sure 
»uch,  the  wide  interests,  the  independent  judgment,  which 
e  expect.  It  shows,  also,  fine  spirit  and  literary  skill.  On 
le  point  I  note  a  lack  of  craftsmanship,  or  at  least  a  lack  of 
)nsideration  for  the  reader;  the  table  of  contents  is  quite 
ladequate  and  there  is  no  index. 

Mr.  Keynes's  relation  to  the  British  Treasury  and  to  the 
-eaty  situation  is  not  unfamiliar.  He  was  in  the  inner  coun- 
ts of  the  Treasury  during  the  war,  and  went  to  Paris  with 
loyd  George  and  the  rest  as  one  of  a  group  of  financial  and 
x>nomic  advisers.  His  view  of  the  situation  was  more  aloof 
-om  the  passions  and  prejudices  of  the  moment  than  was  the 
use  with  the  responsible  leaders.  Toward  the  close  of  the 
aris  n^otiations,  he  found  himself  much  at  odds  with  the 
thers  and  withdrew  from  public  position;  and  he  has  now 
^tiu-ned  to  academic  life.  What  he  says  in  this  book,  how- 
irer,  is  based  almost  entirely  on  information  and  material  at 
le  disposal  of  all  the  world.  No  official  or  quasi-official  con- 
dences  are  violated.  Yet  his  intimate  knowledge  gives  life 
)  his  treatment  of  familiar  facts;  and  occasionally  there  is  a 
ight  lifting  of  the  official  veil.  Thus  on  page  273  we  read: 
The  financial  history  of  the  six  months  from  the  end  of  the 
inuner  of  1916  up  to  the  entry  of  the  United  States  into  the 
ar  in  April,  1917,  remains  to  be  written.  Very  few  persons, 
utside  the  half-dozen  officials  of  the  British  Treasury  who 
ved  in  daily  contact  with  the  immense  anxieties  and  impos- 
[ble  financial  requirements  of  those  days,  can  fully  realize 
^hat  steadfastness  and  courage  were  needed,  and  how  en- 
irely  hopeless  the  task  would  soon  have  become  without  the 
Bsistance  of  the  United  States  Treasury.'' 

1  The  Bconomic  ConaequenoM  of  the  Ftoaoe.  By  John  MAynard  Kisynm,  CJB,, 
eOow  of  King**  Ck>Ilece,  ORmbiidfe.    New  York,  Hareoari,  Brmoe  *  Howv,  1990. 
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Ifr.  KcracFi  i 
mmr^sB^  czsw  —  iht  adrafioed  left, 
treasj  cccioeoes  ico  laotk  to 
ipcjt  Gf  Fn&cr.    l\ 
sod  icsi!?s»  ibe  <  'M I  iiriil  qwiiiiif  of 

socul  upectsh  2$  s  firnaJt«gac  peace.  ( 

Fnzfce  aod  io^pcnSscK  Bsnasa.    The 

are  bcTCCfd  viaai  Gcn&a&T  caa  fa!£lL   And  the  | 

of  Uie  iTcanr  25  acJi  is  acccrd  vhh  ihe 

Affify  gft^re  10  GerzLaizij  in  libe 

ceded  ibe  anri«3>»L    S^wakizig  of  Uoyd  Gejotga's  1 

(fairiz^c  ibe  Bniisb  ekmccal  ffMnpaign  of  late  1918^  Mr. 

Keyi£«sfcj?:  "  Tliis  vii&  ibe  aSEztaspfaere  in  vUch  the  MiBe 

Sliris^er  kfi  foe  Pus^  aui  ihse  ifae  cpiaa^temeutB  he  hid 

made  fc?  Liz:L2eif .    He  Lad  piedsed  himself  and  his  Goivcm- 

flocai  to  TAke  Arriardg  cf  a  beSpiess  CDemr  incoBBBtent  vith 

aolpfTin  cofsffcje^is  <:<i  cmr  pdji.  oq  the  failh  of  which  daB 

eoec^T  Lad  I&id  Sovn  Lis  arms^    There  are  few  f|»wmlfw  in 

histC'iy  wiich  poiRervsr  viS  h&Te  les  10  mndooe  —  a 

oetectat'Iy  wa^ed  in  defense  of  t2)e  sanctitj  of 

frgapEg.€E.is  ecwJirig  in  a  defziie  breach  of  ooe  of  the  i 

jsacred  piisEfr^  c^'  «:l:cL  fnporpgrjf^^s  qq  the  pan  of  the  vie- 

On  Pres-i^fii  WHsc-n's  par;  in  the  imtv  the  judgment  is 
not  kis  «ev*er>e.  MoicoTcf .  ii  is  pvesi  vith  sd  much  #*nplia«» 
acd  a:  so  gjtAi  lez^^  thai  iLe  :t5pc  isibQitT  seems  to  be  laid 
cfcieCT  en  PTesdect  Wllscr.  Mr.  Keynes's  dtstppointment 
with  iLe  wcAxy  fzds  ixs  coyinierpan  in  his  distppointment 
wiih  the  Presdesii.  The  high  hope?  izBspired  in  1918  are 
contrasted  with  the  dis:;^83s  and  beananking  of  1919.  The 
char&cteiiiaticn  of  Picisdent  WHson  can  best  be  stated  in 
Mr.  Kevnes's  own  words:  *'  Se&doci  a  statesman  of  the  first 
rank  more  incompetent  than  the  President  in  the  •eni^i*^  of 
the  council  chamber  .  .  .  his  ndnd  slow  and  unadaptable  .  .  . 
a  blind  and  deaf  Don  Quixote."  The  £nal  judgment  is  given 
in  this  paasage:  "  The  ch}e  once  found  was  ilhnninating.  Hie 
President  was  like  a  Nonconformist  mimstcr,  T^'^^^f^  a 


Digitized  byVjOOQlC 


REVIEW  383 

i^resbyterian.  His  thought  and  his  temperament  were  essen- 
iaUy  theological,  not  intellectual,  with  aU  the  strength  and 
lie  weakness  of  that  manner  of  thought,  feeling,  and  expres- 
ion.  It  is  a  type  of  which  there  are  not  now  in  England  and 
Scotland  such  magnificent  specimens  as  formerly;  but  this 
lescription,  nevertheless,  will  give  the  ordinary  Englishman 
he  distinctest  impression  of  the  President." 

In  all  this  there  is  just  enough  of  truth  to  make  it  impos- 
sible to  enter  an  unqualified  denial.  The  President  does  some- 
imes  use  large  phrases  without  having  clearly  in  mind  the 
szact  content.  He  is  not  as  agile  in  the  council  chamber  as 
the  astonishingly  nimble  Lloyd  George.  Once  set  on  a  policy, 
le  moves  from  it  slowly,  if  at  all.  But  he  is  far  from  slow- 
intted;  on  the  contrary,  he  takes  in  the  meaning  and  details 
3f  a  situation  with  extraordinary  quickness.  He  is  not  easily 
"  bamboozled  ";  but  after  a  policy  has  once  been  agreed  on 
After  long  discussion  and  much  insistence  from  all  sides,  he  is 
not  ready  to  throw  it  over  at  short  notice.  It  is  quite  true,  as 
Mr.  Keynes  says,  that  the  American  advisers  at  Paris  pro- 
tested emphatically  against  the  reparation  policy  advocated 
by  the  other  Allies  and  finally  embodied  in  the  treaty.  It  is 
also  true  that "  to  his  horror,  Mr.  Lloyd  George,  desiring  at  the 
last  moment  all  the  moderation  he  dared,  discovered  that  he 
could  not  in  five  days  persuade  the  President  of  error  in  what 
it  had  taken  five  months  to  prove  to  him  to  be  just  and  right." 
But  this  outcome  was  the  inevitable  consequence  of  the 
agility  and  vagaries  of  Lloyd  George  himself.  No  one  could 
tell  whether  the  mood  of  that  person  during  any  five  days 
would  hold  into  the  next  five  days.  The  key  which  Mr. 
Keynes  finds  in  the  theological  and  Presbyterian  tempera- 
ment of  the  President  does  not  seem  to  me  to  fit.  And 
I  am  puzzled  by  passages  like  the  following:  "In  the 
sweat  of  solitary  contemplation  and  with  prayers  to  Gkxi  he 
[the  President]  had  done  nothing  that  was  not  just  and  right; 
for  the  President  to  admit  that  the  German  reply  had  force 
in  it  was  to  destroy  his  self-respect  and  to  disrupt  the  inner 
equipoise  of  his  soul;  and  every  instinct  of  his  stubborn 
nature  rose  in  self-protection."   This  degree  of  intimacy  witii 
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the  cfaancten  of  the  acton  is  mnAmltd  odty  to  wntenrf 
fiction. 

CoouiiK  DOW  to  the  BobstaiMe  of  the  eeoiKimic  p^^ 
Uie  treatjr,  I  find  m^raelf  in  genefal  aeooid  with  what  Mr. 
KQmes  flays.  He  makes  out  an  estimate  of  what  Gennany 
can  do  in  the  way  of  rqiaiation  which  is  based  on  an  anafyM 
of  her  imports  and  dqwrts  and  the  possible  annual  remittaaed 
to  foreign  countries.  The  maTimum  amount  of  ^»it*ii^  exoen 
of  exports,  even  havii^  legaid  to  the  advance  over  pre-war 
IRioes,  he  puts  at  S500,000,000.  This  figure,  allowing  5  per 
cent  for  interest  and  1  per  cent  for  repayment  of  piindpsi, 
r^resents  a  present  value  of  $8,500,000,000.  The  TyM^-gimmn 
at  the  greatest  stretch  cannot,  in  his  judgment,  exceed  tea 
billions.  Some  such  figure,  it  is  not  improper  to  say,  was 
reached  independently  by  Professor  A.  A.  Young  in  his  esti- 
mates for  the  American  financial  advisers. 

Against  this  is  to  be  set  the  sum  of  at  least  ten  Inllions,  plus 
at  least  two  and  one-half  biUions  more,  which  the  treaty  re- 
quires from  Germany  once  for  aU.  The  contingent  liability  of 
Germany  for  ten  billions  more,  which  the  reparation  com- 
mission is  given  authority  to  impose  if  within  her  capacity, 
can  then  be  dismissed  as  mere  blufif  —  a  sop  to  the  bam- 
boozled public  of  Great  Britain  and  France.  Certain  it  is  that 
uncertainty  is  an  evil  of  the  gravest  kind.  The  American 
advisers  urged  throughout  that  a  specific  sum  should  be  srt 
and  the  future  thus  left  imclouded.  The  conditional  and 
imcertain  form  in  which  the  obligation  for  reparation  has 
been  left  in  the  treaty  cannot  be  long  maintained. 

I  cannot  agree  with  Mr.  Keynes  in  aU  his  conclusions  C(mi- 
ceming  the  weakeniog  of  German  industries  through  the  kw 
of  territory.  The  coal  of  Silesia  remains  available  as  before, 
since  it  will  not  fail  to  enter  Germany  free  of  duty  and  since  it 
can  find  no  other  outlet.  The  loss  of  Lorraine  ore  is  a  mors 
serious  matter.  Mr.  Keynes  admits,  as  aU  must,  that  Lor- 
raine had  to  go  back  to  France.  With  France  in  contrcd  of 
Lorraine  ore  and  Germany  in  possession  of  Ruhr  coal,  there 
is  a  political  dislocation  of  the  natural  industrial  connection. 
To  speak  in  teleological  terms,  nature  meant  that  the  cne  of 
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x>rraine  should  be  smelted  with  the  coal  of  Westphalia, 
looner  or  later  I  cannot  but  believe  that  a  modus  vivendi  will 
«  reached  between  France  and  Germany  under  which  each 
nSL  supply  the  materials  indispensable  to  the  other.  But  it  is 
rue  that  if  the  extreme  policy  of  industrial  imperialism  dom- 
oates  France,  an  unstable  situation  will  remain  and  the 
oonomic  and  political  future  of  aU  Europe  will  be  gravely 
nperiled. 

It  is  true  also,  as  Mr.  Keynes  points  out,  that  an  immense 
eal  depends  on  the  commercial  relations  which  will  be  reached 
nder  the  treaty  for  central  and  western  Europe.  He  advo- 
ates  a  Free  Trade  Union  for  the  congeries  of  countries  into 
rhich  central  Europe  has  been  split  up.  This  seems  to  me 
topian.  True,  an  endeavor  by  all  the  small  states  to  estab- 
sh  each  for  itself  a  crude  protectionist  policy  would  be  fatal. 
chmoUer  himself,  the  apostle  of  Neo-Mercantilism,  pro- 
ssted  that  no  small  state  could  carry  out  a  sensible  pro- 
ectionist  policy.  The  only  safeguard  against  a  disint^rating 
nd  impotent  struggle  is  some  sort  of  united  action.  Com- 
lete  free  trade,  as  suggested  by  Mr.  Keynes,  is  quite  beyond 
lie  possibilities.  Even  a  Customs  Union  for  central  Ehut>pe 
rould  incontestably  be  vetoed  by  the  Allies,  most  of  all  by 
Britain  herself.  The  only  promising  policy  is  that  of  a  series 
f  conmiercial  treaties  permitting  free  movement  of  food  and 
laterials,  with  moderate  and  uniform  duties  on  manufactures. 
Iven  to  this  the  French  would  make  objections.  They  want 
number  of  independent  and  more  or  less  hostile  states,  with 
^hom  France  can  bargain  one  by  one  in  such  way  as  to  bring 
Gudi  of  them  through  skillful  discrimination  into  special  trade 
3lations  of  supposed  advantage  to  France.  All  that  can 
ow  be  said  is  that  after  the  five-year  period  of  transitional 
rrangements  which  the  treaty  prescribes  there  will  neoes- 
uily  be  a  readjustment  in  the  commercial  field,  and  that  this 
^adjustment  will  be  of  cardinal  importance  for  aU  Europe, 
[ere  is  one  of  the  most  promising  fields  for  the  League  of 
rations,  not  as  dictator,  but  as  sponsor  and  arbitrator. 

In  regard  to  international  loans,  Mr.  Ke3mes's  proposak 
gain  are  Utopian.    He  puts  forth  a  plan  which  he  believes  to 
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have  been  feasible  in  1919,  and  which  he  still  favms  now  Oil 
the  smoke  of  the  treaty  struggle  has  cleared  away.  Its  c 
dinal  feature  is  that  aU  inter-ally  indebtedness  shaD  be  c 
celed.  Great  Britain,  France,  and  the  United  States  (& 
only  lenders)  should  cancel  aU  loans  made  by  them  to  other 
allies.  This  would  mean  that  Great  Britain  would  oome  oat 
roughly  even,  and  that  France  and  Italy  would  be  gm^T 
relieved;  while  the  United  States,  being  a  lender  only,  would 
be  the  one  country  to  make  substantial  oonoessioiis  and 
sacrifices.  '^  Such  proposals  involved  an  appeal  to  the  gen- 
erosity of  the  United  States.  But  that  was  inevitaUe;  and  in 
view  of  her  far  less  financial  sacrifices,  it  was  an  appeal  which 
could  fairly  have  been  made  to  her.  Such  proposals  would 
have  been  practicable.  There  is  nothing  in  them  quixotic  or 
Utopian.''  Unfortunately  I  cannot  but  believe  that  the  pfo- 
posals  were  quite  impracticable  in  1919,  and  they  seem 
to  me  to  be  so  still.  The  American  representatives  at  Faiis 
could  not  possibly  have  consented  to  them  then,  nor  would  it 
be  possible  to  secure  the  consent  of  the  United  States  now. 
In  view  of  what  has  happened  in  the  United  States  sboe 
June,  1919,  imagine  what  would  have  been  the  attitude  of  the 
American  Senate  on  a  treaty  provision  for  forgiving  all  debts 
of  the  United  States  to  the  Allies!  Whether  eventually  srane- 
thing  of  the  kind  may  be  brought  about,  I  will  not  undertake 
to  say.  For  myself,  I  hope  it  may.  But  it  would  be  quite 
useless  to  propose  such  a  course  until  the  process  of  finan- 
cial rehabilitation  has  been  set  going  in  earnest  throu^iout 
Europe. 

Mr.  Kc3mes  is  right  in  urging  that  the  treaty  must  be 
modified  and  the  constitution  of  the  League  of  Nations  must 
be  amended.  No  sensible  man  at  Paris  believed  that  the 
provisions  could  be  carried  out  in  detail  to  the  bitter  end. 
Whether  it  was  wise  on  the  part  of  the  Americans  to  accede 
to  them  as  they  stand  is  one  of  those  questions  on  which  his- 
torians will  probably  differ  forever.  Mr.  Keynes  has  in- 
dicated the  difficulties  of  the  situation  in  a  passage  which 
describes  the  influences  that  swayed  the  President  better  than 
any  reference  to  his  ''  Presbyterian  "  bias.     ''  There  were 
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certain  very  important  points  in  the  program  of  his  French, 
British,  or  Italian  colleagues,  as  the  case  might  be,  of  which 
he  was  incapable  of  securing  the  surrender  by  the  methods  of 
secret  diplomacy.  What  then  was  he  to  do  in  the  last  resori  ? 
He  could  let  the  Conference  drag  on  an  endless  length  by  the 
exercise  of  sheer  obstinacy.  He  could  break  it  up  and  return 
to  America  in  a  rage  witii  nothing  settled.  Or  he  could  at- 
tempt an  appeal  to  the  world  over  the  heads  of  the  Con- 
ference. These  were  wretched  alternatives,  against  each  of 
which  a  great  deal  could  be  said.  They  were  also  very  risky 
—  especially  for  a  politician.  The  President's  mistaken 
policy  over  the  Congressional  election  had  weakened  his  per- 
sonal position  in  his  own  country,  and  it  was  by  no  means 
certain  that  the  American  public  would  support  him  in  a 
position  of  intransigeancy.  .  .  .  Besides,  any  open  rupture 
with  his  colleagues  would  certainly  bring  upon  his  head  the 
blind  passions  of  '  anti-<jrerman  '  resentment  with  which  the 
public  of  aU  allied  countries  were  still  inspired.  .  .  .  The 
cry  would  simply  be  that,  for  various  sinister  and  selfish  rea- 
sons, the  President  wished  '  to  let  the  Hun  off.'  The  ahnoet 
unanimous  voice  of  the  French  and  British  press  could  be 
anticipated.  Thus,  if  he  threw  down  the  gage  publicly  he 
might  be  defeated.  And  if  he  were  defeated,  would  not  the 
final  Peace  be  far  worse  than  if  he  were  to  retain  his  prestige 
and  endeavor  to  make  it  as  good  as  the  limiting  conditions  of 
European  politics  would  aUow  him  ?  " 

Mr.  Keynes  quotes  at  the  end  of  his  volume  some  noble 
verse,  the  authorship  of  which  unfortunately  I  cannot  place, 
expressing  the  sadness  and  the  forebodings  of  the  time.  For 
myself  I  would  conclude  by  quoting  an  adage  from  a  familiar 
80\ut»: 

Take  up  this  mangled  matter  at  the  best; 
Men  do  their  broken  weapons  rather  use 
Than  their  bare  hands. 

F.  W.  Taussig. 
Habyabd  Univebsity. 
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NITROGEN:   ITS  FIXATION,  ITS  USES  IN 
PEACE  AND  WARi 

SUMMARY 

Introduction.  Some  influenoes  of  the  war  on  the  supply  of  fertiliser 
materials,  391.  —  L  Classification  and  uses  of  nitrogen  compounds, 
S94.  —  II.  Sources  of  fixed  nitrogen :  Chilean  nitrate,  308;  coal,  401 ;  air, 
404.  —  III.  The  fixation  of  atmospheric  nitrogen  by  chemical  processes: 
arc  process,  405;  cyanamid  process,  408;  Haber  process,  410;  cyanide 
pirooess,  414.  —  Summary  of  the  situation  at  the  outbreak  of  the  war, 
416.  —  rV.  Developments  in  nitrogen  fixation  since  the  outbreak  of  the 
European  war:  Norway,  Sweden,  and  Switzerland,  417;  Germany  and 
Austria,  418;  Ji4)an,  Italy,  France,  and  Great  Britain,  420;  United 
States,  422.  —  V.  The  future  policy  of  the  United  States,  428. 

The  nitrogen  fixation  plants  built  by  the  government 
during  the  great  war  at  a  cost  of  about  one  hundred 
million  dollars,  to  supply  materials  needed  for  making 
e3q>losives  and  poisonous  gases,  have  been  idle  since 
the  Armistice.  These  plants  could  be  utilized,  whether 
sold  to  private  corporations  or  operated  by  the  gov- 
ernment, for  the  fixation  of  atmospheric  nitrogen  for 
industrial  and  agricultural  purposes,  and  thus  greatly 

1  The  inquiriM  which  have  led  to  this  paper  were  begun  while  the  author  wm  in 
efaarfe  of  the  ehemieel  diviiion  of  the  United  States  Tariff  Commiarion.  In  the  piepa- 
ratkm  of  the  paper  Mr.  C.  R.  DeLong.  of  the  preaent  staff  of  the  Tariff  Commission, 
Ims  given  invafaiable  aid.  He  has  contributed  not  only  to  the  statistical  material  and 
its  vcriSoation,  but  to  the  discussion  of  the  larger  questions  of  chemical  progress  and 
indwtrial  policy. 
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increase  the  supply  of  nitrogen  compounds  needed  in 
the  industries,  and  stimulate  the  production  of  food 
through  supplying  nitrogen  for  the  manufacture  of 
fertilizer.  The  present  anomalous  situation  in  the  gov- 
ernment plants  gives  occasion  for  a  survey  of  the  re- 
markable chemical  developments  of  recent  years  and  of 
their  importance  for  war  and  for  peace. 

Nitrogen,  tho  the  most  important  element  needed  for 
an  adequate  supply  of  fertilizer,  is  not  the  only  one  e&- 
sential.  Two  others  are  also  important:  potash  and 
phosphoric  acid.  All  must  be  chemically  combined  in 
such  a  way  as  to  be  available  as  plant  food. 

Before  the  outbreak  of  the  war  potash  was  obtained 
entirely  from  Germany,  at  a  price  maintained  substan- 
tially above  the  cost  of  production  by  a  German  monop- 
oly. Exports  from  Germany  ceased  early  in  1915,  and 
prices  in  the  United  States  promptly  rose  to  about  ten 
times  normal.  Existing  stocks  were  thereafter  lai^y 
diverted  to  chemical  uses,  and  relatively  insignificant 
amoimts  were  used  in  fertilizer  from  1916  up  to  and  in- 
cluding 1919.  In  the  United  States,  England,  Chile,  and 
Japan  potash  is  now  obtained  from  many  different  geo- 
logical and  botanical  sources,  and  is  being  recovered  as  a 
by-product  of  several  industries.  Altho  many  of  these 
new  enterprises  will  probably  not  survive  competition 
with  the  German  and  the  Alsatian  mines,  because  of 
inherent  geological  and  geographical  disadvantages, 
some,  at  least,  will  recover  potash,  as  a  by-product,  at  a 
low  cost.  Furthermore,  altho  the  deposits  in  Alsace  are 
not  so  extensive  as  the  vast  potash  deposits  near  Stas- 
furt,  Germany,  they  are  as  good  in  quality,  can  be  mined 
as  cheaply,  and  are  ample  in  quantity  to  supply  the  total 
needs  of  the  world  for  a  century.  The  German  monopo- 
listic control  over  prices  is  definitely  broken,  and  the 
American  consumer  will  benefit  thereby. 
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Phosphoric  acid  is  obtamed  from  phosphates  of  lime, 
which  are  derived  either  from  natural  deposits  of  phos- 
phate rock  or  from  bones  of  animals  by  means  of  treat- 
ment with  sulphuric  acid,  this  treatment  making  the 
phosphate  more  soluble  and  therefore  more  available  as 
plant  food.  During  the  war  there  was  no  shortage  of 
phosphate  rock.  Indeed,  more  than  half  of  the  world's 
supply  is  normally  mined  in  the  United  States,  and  a 
considerable  fraction  of  the  output  was,  prior  to  1914, 
exported  to  Germany.  The  loss  of  this  export  market 
resulted  in  decreased  total  output  but  also  in  ample 
supplies  and  low  prices  for  domestic  consimaers. 

Since  sulphiuic  acid  in  enormous  amounts  was  re- 
quired for  the  manufacture  of  explosives,  much  of  our 
supply  was  diverted  from  the  making  of  fertilizer  to 
direct  war  use.  However,  most  manufacturers  of  ferti- 
lizer make  the  acid  they  need,  and  hence  this  diversion 
did  not  result  in  direct  financial  loss.  But  their  regular 
business  was  disorganized  and  their  customers  sufifered 
from  the  disruption.  As  a  direct  result  of  the  war  de- 
mands for  sulphiuic  acid  the  productive  capacity  for  the 
manufacture  of  sulphuric  acid  in  the  United  States  is 
now  more  than  twice  what  it  was  in  1914.  This  new 
productive  capacity  can  be  utilized  completely  only 
through  a  great  increase  in  the  consimiption  of  acid 
phosphate.  Moreover,  the  war  stimulus  to  the  mining 
of  pyrites  and  sulphm:  has  greatly  increased  the  domestic 
supply  of  the  raw  materials  (particularly  sulphur)  for 
the  making  of  sulphuric  acid.  Before  the  war  sulphuric 
acid  was  made  chiefly  from  Spanish  pyrites.  The  scar- 
city of  shipping  and  the  doubling  of  the  demand  for 
sulphiuic  acid  necessitated  a  shift  to  the  use  of  Ameri- 
can sulphur  as  the  principal  raw  material.  There  are 
many  indications  that  the  greatly  enlarged  American 
sulphur  industry  will  retain  its  new  outlet  and  that  the 
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competitive  struggle  between  the  produoers  of  domestie 
sulphur  and  of  Spanish  pyrites,  which  may  confidently 
be  expected  as  soon  as  ocean  shipping  rates  become 
normal,  will  make  sulphuric  acid  a^nsdlable  to  the  manu- 
facturers of  fertilizer  in  large  amounts  and  at  low  prices. 

Most  important,  however,  are  the  changes  affecting 
the  fertilizer  industry  which  have  occurred  in  the  devel- 
opment in  nitrogen  production.  It  is  with  this  devdc^ 
ment  that  the  present  paper  is  primarily  concerned. 

Nitrogen  in  chemically  combined  form  in  the  soil  is 
essential  to  the  growth  of  all  plants.  Indeed  the  limiting 
factor  in  the  fertility  of  soil  is  commonly  a  deficiency  in 
nitrogen,  which  is  normally  the  most  expensive  ingre- 
dient per  unit  in  fertilizer.  Owing  to  the  chemical  in- 
stability of  its  compounds,  and  the  relatively  large 
requirements  of  plant  growth,  nitrogen  is  lost  from  the 
soil  more  rapidly  than  either  potash  or  phosphate,  and 
must  be  systematically  restored. 

Furthermore,  in  addition  to  the  vital  importance  of 
nitrogen  in  the  fertilizer  industry,  its  compounds  play 
an  essential  r61e  in  many  chemical  industries,  and  there 
will  continue  to  be  competition  between  the  agricultural 
and  the  industrial  demand  for  this  element  and  its  com- 
poimds. 

I.  Classification  and  Uses  of  NrrROOBN 
Compounds 

The  many  himdreds  of  nitrogen  compounds  of  agri- 
cultural or  industrial  importance  may  be  conveniently 
considered  in  four  groups:^  (1)  proteins;  (2)  nitrates 
and  nitric  acid  and  derivatives  thereof;  (3)  ammonia 
and  its  compounds  and  derivatives;  (4)  cyanides  and 
their  compoimds  and  derivatives. 


>  ThiaelMnfieationia  not  rigidly  exmottbeeauM  there  an  ft  rektiTelynoaD  I 
of  oompoundi  whieh  nifty  not  fit  into  ftny  of  these  elewei,  tuch  ••,  pyiidiii;  mm!  •  Urn 
mfty  fit  into  more  Uwn  one  oleae,  for  eaunple,  ^mm/yttntw^  nitrete. 
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1.  Proteinfi,  as  is  well  known,  include  the  principal 
f onns  in  which  nitrogen  exists  in  the  bodies  of  plants 
and  animals.  Wool,  silk  and  leather  are  proteins.  Of 
even  greater  importance  are  the  digestible  proteins, 
which  are  present  in  flesh,  in  grains  and  in  many  vege- 
tables and  are  an  essential  constituent  of  the  food  of  all 
animals.  The  fertilizer  industry  utilizes  much  waste 
protein  material  which  is  unsuitable  for  food  because 
of  its  unsanitary  quality. 

2.  Crude  sodium  nitrate  is  one  of  the  most  important 
raw  materials  for  commercial  fertilizer. 

Nitrates,  or  nitric  acid,  are  essential  for  the  manufac- 
ture of  old-fashioned  black  gunpowder,  modem  smoke* 
less  powder,  dynamite,  mercury  fulminate  and  other 
substances  used  as  primers,  the  high  explosive  bursting 
chaiges  for  shells,  torpedoes  and  depth  bombs,  such 
as  trinitrotoluene  (T.N.T.),  picric  acid,  ammonium 
picrate,  and  ammonium  nitrate,  and  nitro-starch  used 
in  hand  grenades.  Altho  there  are  explosive  substances 
which  do  not  require  nitric  acid  for  their  manufacture, 
none  of  them  was  utilized  to  any  appreciable  extent 
in  the  recent  war,  because  of  serious  disadvantages 
which  precluded  their  use.  Nitric  acid  or  a  nitrate  is 
indispensable  for  the  manuf actiure  of  each  and  every 
explosive  of  any  military  value  and  is  important  in 
pyrotechnic  signals.  An  adequate  supply  of  nitrates  or 
nitric  acid  is  therefore  an  essential  part  of  any  military 
program,  should  it  be  necessary,  alas,  to  consider  mili- 
tary requirements  hereafter. 

Nitric  acid  (or  nitrates)  is  also  required  for  the  manu- 
facture of  potassium  nitrate  and  of  pyroxylin  plastics 
such  as  celluloid,  certain  varieties  of  moving  picture 
films,  most  dyes,  and  many  other  products  derived  from 
coal  tar,  as  well  as  for  scores  of  minor  uses.  Consider- 
able amounts  are  also  required  for  the  manufacture  of 
sulphuric  acid. 
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3.  Salts  of  ammonia,  especially  the  sulphate,  aie 
much  used  in  fertilizer,  this  use  bdng  quantitativi^ 
much  larger  during  times  of  peace  than  all  the  oth^ 
uses  of  ammonia  put  together. 

Anmionia  is  utilized  in  many  industrial  operations,  as 
for  example  in  the  manufacture  of  artificial  ice.  Arti- 
ficial refrigeration  by  means  of  ammonia  within  the  last 
few  years  has  well-nigh  revolutionized  the  distributionof 
food.  Its  use  is  already  common  in  some  industries  in 
which  the  product  must  be  kept  chilled  during  manu- 
facture. The  artificial  cooling,  diuing  the  summer,  of 
hotels,  theaters,  offices,  and  factories,  and  even  homes, 
may  become  common  within  a  decade  or  two.  Artificial 
cooling  of  buildings  in  summer  is  more  expensive  than 
their  heating  in  winter.  Comphcated  machinery  and 
skilled  attention  are  required.  These  factors  are  a 
serious  obstacle  to  the  introduction  of  the  process  in 
homes  but  not  prohibitive  in  hotels,  theaters,  or 
factories. 

Other  salts  of  ammonia,  particularly  the  nitrate  and 
picrate  salts,  are  extensively  used  as  high  explosive 
shell  fillers  in  warfare  and  in  mining  operations.  Am- 
monia is  also  used  as  a  household  cleansing  agent  and 
for  many  purposes  in  medicine  and  in  the  chemical  in- 
dustries. A  method  has  recently  been  developed  for 
converting  ammonia  into  nitric  acid.  This  method  has 
reached  its  highest  development  in  Germany  and  during 
the  war  it  enabled  the  Germans  to  make  explosives 
from  ammonia  rather  than  from  Chilean  sodiimi  nitrate. 

4.  Cyanides  are  not  used  as  an  ingredient  in  ferti- 
lizers. They  are  used,  in  the  "  cyanide  process,'*  for 
extracting  gold  from  its  ores.  The  discovery  of  this 
process  in  1887  has  been  mainly  responsible  for  a  four- 
fold increase  in  the  annual  output  of  fresh  gold.  Cy- 
anide is  also  largely  used  in  the  electroplating  of  metate. 
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especially  gold  and  silver^  in  the  case-hardening  of  steel, 
and  in  the  manufacture  of  certain  pigments;  and  fur- 
thermore in  the  destruction  of  insect  pests  and  vermin^ 
particularly  in  the  fumigation  of  citrous  fruit  trees.  At 
one  time  cyanides  were  also  in  considerable  demand  for 
use  in  poison  gas  warfare,  but  they  did  not  prove  to  be 
as  effective  as  several  other  substances.  If  obtainable 
cheaply  enough,  they  may  serve  as  a  source  of  am- 
monia, formic  acid,  and  oxalic  acid.  At  the  present 
time  the  amount  of  cyanides  used  is  only  a  small  per- 
cent of  the  consumption  of  nitrates  or  ammonia. 

II.  Sources  of  Fixed  NirROGEN 

Considerable  amoimts  of  nitrogenous  materials  of 
organic  origin  such  as  manure,  cottonseed  meal,  dried 
blood,  tankage,  leather  scrap,  and  tobacco  stems  are 
used  as  fertilizer.  But  since  the  nitrogen  in  these  ma- 
terials is  all  derived  directly  or  indirectly  from  the  soil 
its  return  to  the  soil  is  merely  a  partial  repayment  of 
nitrogen  already  removed  therefrom.  Altho  the  maxi- 
mimi  utilization  of  these  materials  is  important,  con- 
siderable losses  are  inevitable  and  must  be  made  up 
from  other  sources.  Fish  scrap  and  kelp  derived  from 
the  sea  furnish  a  net  gain  of  nitrogen  to  the  land,  but  on 
a  scale  insufficient  to  compensate  for  inevitable  losses. 
It  is,  therefore,  apparent  that  in  order  to  meet  the  urgent 
demands  for  nitrogen  needed  to  maintain  the  fertility  of 
our  soils,  we  must  turn  to  somrces  other  than  these  waste 
materials  of  animal  or  plant  origin. 

Supplies  of  chemically  combined  nitrogen  necessary 
to  maintain  the  fertility  of  the  soil  and  to  meet  the  in- 
dustrial demands  are  obtained  almost  entirely  from 
three  soiu'ces :  sodium  nitrate  ^  mined  in  Chile,  ammonia 

1  Abo  oftUed  '*  niter  "  or  "  Chilean  aaltpeter."  True  "  aaltpeter  "  ia  potaMium  ni- 
trate. 
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obtained  as  a  by-product  in  making  coke  and  illuminat- 
ing gas  from  coal,  and  nitrogen  from  the  air,  which  may 
be  made  available  either  by  chemical  operations  or  by 
legumes.  It  is  the  development  and  expansion  of  these 
sources  of  nitrogen  on  which  we  must  depend  for  our 
f utiure  requirements  of  fixed  nitrogen  for  agricultural, 
industrial  and  military  purposes. 

Chilean  Nitrate 

Nitrates  are  found  naturally,  in  amounts  which  war- 
rant extraction  on  a  commercial  scale,  in  only  two  coun- 
tries in  the  world,  Chile  and  India.  Potassium  nitrate  is 
extracted  from  the  soil  of  India  for  sale  and  export,  but 
in  amoimts  which  are  insignificant  in  comparison  with 
the  production  of  sodium  nitrate  in  Chile.  The  follow- 
ing table  shows  the  situation: 


Chilean  and  Indian  Nitratb  Statistigb 

(Short  tons) 


Chile 

JadSk 

Production » 

Ezportt 
of  nitrate 
of  eoda* 

Revenue 
from  export 

Pereeni 
ol  total 
revenue 

Yfmr 

At  nitrate 

Equivalent 
of  nitrofen 

BuMfftiof 

ofeoda 

onbaaiaof 

ol  Chile* 

Bitimte* 

1913 

3,055,808 

478,234 

3,015,479 

$32,896,947 

48 

17,062 

1914 

2,715,047 

424,905 

2,034,374 

23,751,756 

52 

15,998 

1915 

1,935,143 

302,850 

2,227,599 

24,564,128 

59 

28,442 

1916 

3,210,008 

502,366 

3,280,660 

36,599,903 

59 

27,158 

1917 

3,319,918 

519,567 

3,055,180 

38,892,824 

50 

28,860 

1918 

3,170,106 

496,122 

3,289,325 

40,333,936 

44 

26,296 

1919* 

556,817 

87,142 

167,328 

>  For  1013-16  inclusive  from  Association  Salitrera  de  Propaganda;  1017-19,  from 
publications  of  International  Institute  of  Agriculture,  Rome,  Italy. 

*  From  Caliche,  Organo  del  Instituto  Cientifico  £  Industrial  del  salltre,  f 
Chile.  August,  1019. 

*  F^om  pubUcatioos  ol  International  Institute  of  Agrieoltiire,  Bona,  Italj. 

*  First  three  months. 
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Consumption  of  Chujian  Nitbatb  bt  Countvibb  in  1918^ 


Comitiy 

Pwemt 
oftoUl 

Gouafttj 

Pwont 
oftoul 

Germany 

32.6 
23.0 
12.8 
12.5 
6.4 
6.0 

Italy 

2.0 

United  States 

Effvpt 

1.0 

Fnnoe 

8i>ain 

.5 

Belgium 

Austria  Hungaiy 

Df^nmark 

.3 

HoIImiH 

.4 

United  Kingdom 

Others 

3.5 

These  Chilean  nitrate  deposits  are  located  in  a  district 
where  rain  rarely  falls  and  no  vegetation  grows.  They 
are  found  near  the  surface  and  can  be  dug  from  open  * 
pits.  The  refining  operations  consist  of  extraction  from 
the  earthy  material  by  solution  in  water  and  purification 
by  recrystallization.  All  the  water  needed  for  the  refin- 
ing operations  and  for  the  life  of  the  miners  must  be 
brou^t  from  a  distance.  The  industry  employs  on  an 
average  in  normal  times  about  55,000  workmen. 

The  extraction  of  nitrate  in  Chile  b^an  about  1830, 
and  has  had  a  steady  growth.  The  annual  output  had 
attained  to  approximately  3,000,000  tons  at  the  out- 
break of  the  war.  About  two  thirds  of  this  was  used 
directly  for  fertilizer  and  one  third  for  industrial  chemi- 
cal purposes  including  the  manufacture  of  explosives. 

At  the  outbreak  of  the  war  a  German  fleet  of  five 
cruisers  under  Admiral  von  Spec,  stationed  off  the  coast 
of  Chile,  dominated  the  South  Pacific  ocean  and  en- 
tirely prevented  any  shipments  of  sodium  nitrate.  On 
November  1,  1914,  Admiral  Craddock,  with  a  fleet  of 
three  ships,  altho  hopelessly  outclassed  in  gun  power, 
attacked  the  Germans  and  sacrificed  his  ships  in  a  vain 
effort  to  open  the  path  for  nitrates  to  England  and  to 


1  Criculatad  from  itatisCMt  taken  from  ProdaeCioa  et 

I  to  Mood*,  iMtitat  IntanMtkxiftl  d'Afrimiltaro, 


Italy. 
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the  United  States.  A  superior  Eng^fish  fleet  under  Ad- 
miral Stnrdee  was  soon  despatched  to  the  scene  and  on 
December  8,  1914  met  and  sank  the  Germans  in  the 
battle  of  the  Falkland  Islands,  thus  making  it  possible 
for  exports  of  nitrate  from  Chile  to  be  resumed. 

In  the  meantime,  the  mines  and  refineries  in  CSiile 
finding  their  market  cut  off  had  curtailed  their  output. 
Thus  the  output  of  the  most  important  raw  material  for 
the  manuf  actiure  of  military  explosives  showed  a  marked 
decrease  in  the  first  six  months  after  the  outbreak  of  war. 

The  Chilean  government  imposes  an  export  duty 
amoimting  to  111.19  per  net  ton  (3.38  pesos  gold  per 
100  kilos)  on  all  sodium  nitrate  exported.  This  tax 
normally  yields  the  Chilean  government  about  $30,000,- 
000  per  year,  or  approximately  half  of  the  total  revenue, 
and  in  addition  the  government  derives  revenue  from 
the  sale  of  the  lands.^  It  is  obvious  that  if  the  methods 
for  making  nitrates  from  the  air  should  succeed  su£5r 
ciently  to  threaten  seriously  the  Chilean  industry,  the 
government  of  Chile  might  be  forced  to  reduce  or  en- 
tirely eliminate  the  export  tax  in  order  to  maintain  the 
industry  on  which  the  prosperity  of  the  country  largely 
depends.  The  possibility  of  a  reduction  or  eliminatira 
of  the  export  tax  on  Chilean  nitrate  compels  a  more  con- 
servative judgment  on  the  prospects  of  the  new  methods 
for  obtaining  nitrogen  from  the  air.  However,  it  is 
hardly  probable  that  the  tax  will  be  reduced  unless  this 
action  is  forced  on  the  Chilean  government  by  the 
development  of  the  newer  methods  to  such  an  extent 
that  their  competition  is  sharply  felt  by  the  nitrate 
industry. 

Estimates  of  the  reserves  of  nitrate  in  Chile  vary 
greatly,  and  indeed  no  very  accurate  estimate  is  possible 

1  InddenUUy  it  niAy  be  worth  mentioninc  that  ftlmott  the  total  worid'a  tappfy  of 
iodine  (about  two  miUion  pounda  per  year)  ia  obtained  aa  a  by-produot  ol  thia  iadiHtay 
and  yielda  the  goYemment  nearly  half  a  million  dollara  aa  esEport  daty. 
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because  of  the  local  variation  in  the  thickness  and  rich- 
ness of  the  nitrate  deposits  and  the  incompleteness  of 
the  surveys.  An  official  report  made  in  1013  to  the 
Chilean  government  by  the  Inspector-General  of  Ni- 
trate Deposits  concludes  with  the  statement:  .  •  • 
''  There  is  no  fear  of  the  Chilean  nitrate  deposits  being 
exhausted  for  200  years." 

Coal 

Until  very  recently  commercial  supplies  of  ammonia 
and  its  compoimds  were  obtained  almost  entirely  as  a 
by-product  of  the  coking  of  soft  coal.  Ammonia  is  ob- 
tained in  the  United  States  in  part  from  city  gas  plants 
but  mainly  as  a  by-product  of  coke  ovens.  Relatively 
insignificant  amounts  are  obtained  from  other  sources 
such  as  sewage  and  garbage  disposal  plants  and  the  dis- 
tillation of  bones  and  oil  shales.  For  many  years  the  oil 
shales  of  Scotland  have  yielded  about  15  per  cent  of  the 
British  output  of  ammonia  but  shales  have  been  little 
used  elsewhere.  There  are  enormous  reserves  of  oil 
shales  in  the  United  States  which  may  in  the  future  yield 
considerable  ammonia  in  case  they  are  utilized  on  a 
large  scale  as  the  source  of  fuel  oil.  Indeed,  the  utiliza- 
tion of  oil  shales  on  a  large  scale  can  hardly  be  delayed 
for  more  than  a  few  decades  imless  new  and  very  pro- 
lific oil  fields  are  discovered.  The  output  of  ammonia  in 
the  United  States  during  1918  was  equivalent  to  nearly 
one  himdred  thousand  tons  of  piure  ammonia.  This 
was  marketed  chiefly  in  the  form  of  ammonium  sulphate 
containing  25  per  cent  of  ammonia,  the  form  in  which 
ammonia  is  commonly  used  for  fertilizer.  About  one- 
half  (54.0  per  cent  m  1918  and  48.8  per  cent  in  1919)  of 
the  metallurgical  coke  produced  in  the  United  States  is 
still  made  in  the  old-fashioned  beehive  ovens,  which 
waste  all  of  the  by-products  —  ammonia,  benzol,  toluol, 
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coal  tar  and  coal  gas.  The  output  of  the  by-product 
ovens  has  been  rapidly  oveihauling  the  output  of  the 
old  style  beehive  oven  and  it  is  not  unreasonable  to  ex- 
pect that  within  one  or  two  decades  the  by-products 
will  be  saved  from  all  the  coke  produced  in  the  United 
States,  as  has  been  done  in  Gennany  for  many  yeazs.^ 


PBODUcnoN  OF  Bt-Pboduct  Ammonia  in  Pbincipai.  Gommun 

(Short  Tons  of  Ammooiam  Sulphate) 


CouBiiy 

United  States*... 
United  Kingdom '. 

Qermany* 

France* 

Ji^an* 

Canada* 

Italy* 

Australia* 

Netherlands* 

Spain  * 

Russia* 

Austria-Hungary  * 


1018 


19U 


1916 


1016 


1017 


1018 


190,922 

494,532 

605,163 

82,121 

8,818 

10,607 

14,802 

6,048 

7,716 

16,535 

15,222 

38,580 


181,569 
477,581 
456,173* 

17,675 

8,571 

15,789 

6,328 

5,512 

17,637 

18,933 

38,580 


249,049 

477,419 

• 

46,297 
35,080 
10,448 
16,203 
7,168 
5,512 
18,188 
18,056 
38,580 


288,265 
485,747 

• 

27,657 
42,111 

16,535 

7,952 

4,409 

19,841 

36,111 


326,166 
513,651 

• 

37,478 
63,840 

9,921 


14,054 


377,918 
484^457 

• 

33,O0Q 
100,790 

11,023 


>  TIm  following  table  shows  the  frsotion  of  the  United  States  outpat  of  < 
duoed  in  by-product  OTens,  as  compiled  by  the  Qeological  Surrey: 


1890 
1900 
1005 
1910 
1916 


0 

1916 

6.3 

1917 

10.7 

1918 

17.1 

1910 

33.8 

86.0 
88.6 
4&0 
66J 


In  1010  the  output  of  coke  was  sharply  reduced  as  compared  with  1018  owinc  to  ■ 
in  the  steel  and  coal  industries  but  the  reduction  was  almost  entirely  in  liwiliU^  ooke, 
0331,000  tons  or  32  per  cent  as  compared  with  a  reduction  ol  only  827,000  toM  or  IS 
per  cent  in  by-product  coke. 

s  From  official  govemmental  sources.  In  computing  total  for  1013  and  1016^  figorsi 
published  by  the  Barrett  Company,  New  York,  have  been  used  for  sulphate  ol  aB> 
monia  produced  in  coal  gas  and  bone  carbonising  works. 

*  From  Annual  Reports  of  the  Alkali  Inspector,  United  Kingdom. 

«  From  publications  of  International  Institute  of  Agriculture,  Roma,  Italy. 

*  Total  sales  of  members  of  the  Union. 

*  Accurate  sUtistics  not  ayailable.  Published  reports  do  not  indieaf  agy  insuMi  in 
the  produetion  ol  by-produet  ammonia  in  Gennany  during  the  war. 
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American  production  has  been  supplemented  by  im- 
ports on  a  conriderable  scale.  In  1914  the  imports  of 
ammonia  were  50  per  cent  of  the  domestic  production  of 
ammonia.  The  imports  have  come  almost  entirely 
from  Great  Britain,  which  country  was  the  largest  ex- 
porter of  ammonia.  When  the  food  supply  of  Great 
Britain  was  threatened  by  the  submarine,  export  of 
ammonium  sulphate  from  Great  Britam  ceased,  be- 
cause the  British  used  this  material  in  the  form  of  f er^ 
tilizer  on  their  land  to  stimulate  food  production  as  well 
as  for  the  manufacture  of  explosives.  It  is  improbable 
that  England  will  soon  forget  the  importance  of  raising 
a  larger  fraction  of  her  food  supply  at  home  or  that  she 
will  forego  the  aid  of  ammonium  sulphate  in  such  an 
endeavor.  America  can  hardly  count  on  receiving  am- 
monia from  English  coke  ovens  in  the  future. 

Since  ammonia  is  a  by-product  of  the  coke  industry, 
the  amoimt  produced  from  this  source  will  be  regulated 
by  the  demand  for  coke  and  will  be  little  influenced  by 
the  price  of  ammonia,  except  in  so  far  as  a  high  price  for 
ammonia  may  hasten  the  replacement  of  the  beehive 
oven  by  the  by-product  oven.  But  there  is  no  prospect 
that  the  price  of  ammonia  will  go  so  low  that  it  will  not 
be  profitable  to  recover  it  from  existing  by-product 
ovens.  In  the  past  whenever  during  periods  of  business 
depression  there  has  been  a  decreased  demand  for  coke, 
the  beehive  ovens  have  ceased  operations  rather  than 
the  by-product  ovens.  The  growing  demand  for  coal  tar 
arising  from  the  development  of  the  American  dye  in- 
dustry should  hasten  the  replacement  of  beehive  coke 
ovens  by  by-product  ovens  and  thus  yield  more  by- 
product ammonia. 

The  newer  synthetic  method  for  producing  ammonia, 
to  be  discussed  presently,  will  not  decrease  the  output 
of  ammonia  from  coal.    If  the  price  of  ammonia  is 
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lowered  through  competition^  the  operator  of  a  coke 
oven  will  sell  his  ammonia  for  whatever  it  will  bring,  and 
the  price  of  the  coke  or  other  by-products  will  have  to 
be  sufficiently  high  to  keep  the  plants  in  operation.  The 
economic  success  of  the  newer  processes  is  therefore  not 
dependent  on  an  ability  to  undersell  by-product  am- 
monia. These  methods  can  only  succeed  if  the  demand 
is  great  enough  to  absorb  the  total  output  of  the  by- 
product ammonia  and  still  leave  a  large  demand  at  a 
price  sufficient  to  maintain  the  new  synthetic  industry. 

Air 

The  air  contains  an  inexhaustible  supply  of  nitrogeiiy 
approximately  twelve  poimds  to  every  square  inch  of 
the  earth's  surface.  Free  atmospheric  nitrogen  is  com- 
paratively inert  chemically,  so  that  it  is  directly  avail- 
able to  none  of  our  staple  crops  except  the  legumes  and 
can  only  be  made  available  for  fertilizer  or  industrial 
uses  by  special  chemical  processes.  Nitrogen  is  absorbed 
in  the  soil  to  some  extent  \mder  favorable  conditions  by 
bacterial  action.  This  absorption  is  carried  out  more 
effectively  and  in  much  larger  amoimts  by  those  bacteria 
having  a  symbiotic  relationship  with  leguminous  plants. 
The  legimies,  including  the  many  varieties  of  peas, 
beans,  clover  and  alfalfa,  utilize  in  their  growth  the 
nitrogen  absorbed  by  the  bacteria  attached  to  thdr 
roots.  The  soil  is  then  enriched  by  the  plowing  in  of  the 
crop  or  by  feeding  the  crop  to  cattle  and  by  deposition 
of  the  manure  on  the  land.  This  ability  of  the  l^umes 
to  absorb  nitrogen  from  the  air  is  an  important  reason 
for  the  rotation  of  crops  commonly  practiced  by  good 
farmers. 
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III.  The  Fixation  of  Atmospheric  Nitrogen 
BY  Chemical  Processes 

In  addition  to  the  biological  process  of  recovering 
nitrogen  from  the  air  there  are  at  least  four  chemical 
processes  for  the  fixation  of  atmospheric  nitrogen  which 
have  been  developed  to  the  point  of  large  scale  factory 
operation. 

Arc  Process 

The  earliest  of  these  to  be  developed  successfully  is 
the  direct  combination  of  nitrogen  and  oxygen  of  the 
air  by  means  of  an  electric  arc,  resulting  in  the  formar 
tion  of  nitric  oxide  which  may  then  be  converted  into 
nitric  acid  by  combination  with  water  and  with  more 
atmospheric  oxygen.  For  use  as  fertilizer  the  acid  so 
made  is  commonly  allowed  to  act  on  limestone  produc- 
ing calcium  nitrate  or  nitrate  of  lime.  This  material 
unfortunately  has  a  tendency  to  absorb  water  from  the 
air,  a  characteristic  which  makes  it  necessary  to  ship  it 
in  sealed  containers  instead  of  in  bulk  or  in  bags.  The 
tendency  to  absorb  water  also  seriously  interferes  with 
its  distribution  on  the  land  as  the  machinery  commonly 
used  in  the  United  States  will  operate  successfully  only 
when  using  dry  powders.  However  this  dijQSculty  has 
recently  been  lessened  by  a  change  in  the  method  of 
manufacture  which  yields  a  product  containing  excess 
of  lime. 

The  direct  combination  of  oxygen  and  nitrogen  re- 
quires very  high  temperatures,  such  as  are  attained  only 
in  the  electric  arc,  and  very  large  amounts  of  energy 
must  be  supplied  at  this  high  temperature  in  order  to 
make  the  combination  possible.  Moreover,  in  none  of 
the  furnaces  has  it  been  possible  to  secure  a  yield  of  more 
than  2  per  cent  of  nitric  oxide  in  the  air  issuing  from  the 
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furnace  and  1}  to  1}  per  cent  is  the  usual  yield.  Tbib 
large  excess  of  air  which  escapes  chemical  combinatioii 
must  be  heated  to  the  temperature  of  the  arc.  This 
process  therefore  necessarily  requires  large  amounts  of 
power  in  proportion  to  the  yield  of  fixed  nitrogen,  esti- 
mated at  8.4  kilowatt-years  per  metric  ton  of  fixed  nitro- 
gen. It  is  stated  that  only  3  or  4  per  cent  of  the  electrical 
energy  is  actually  utilized  in  the  union  of  nitrogen  and 
oxygen.  An  expensive  equipment  is  also  required  to 
remove  the  oxides  of  nitrogen  from  the  large  excess  of 
air  and  to  produce  saleable  products.  Nitric  acid  is  the 
primary  saleable  product  of  the  arc  process,  from  whidi 
nitrates  for  fertilizer  can  be  made  only  by  the  use  of  ad- 
ditional materials,  equipment  and  labor,  and  therefore 
at  a  cost  above  that  of  nitric  acid.  Conversely,  nitrates 
are  the  primary  and  therefore  the  cheapest  product  of 
the  Chilean  industry,  and  nitric  acid  is  a  secondaiy 
product,  whose  production  entails  additional  cost.  The 
arc  process,  even  in  localities  where  it  is  dependent  on 
coal  for  power,  may  perhaps  be  able  to  produce  its  pri- 
mary product,  nitric  acid,  in  competition  with  that 
manufactured  from  Chilean  nitrate.^  But  the  arc  proc- 
ess, except  in  places  where  power  is  unusually  cheap, 
cannot  produce  its  secondary  product,  nitrates  for 
fertilizer,  in  competition  with  the  primary  product  ci 
the  Chilean  industry,  sodium  nitrate.  On  the  other 
hand,  the  arc  process  has  many  advantages  over  the 
other  methods  to  be  presently  described.  The  only  raw 
materials  required  for  nitric  acid  are  air  and  water, 
available  for  the  mere  cost  of  pumping.  If  the  product 
is  to  be  sold  as  fertilizer,  limestone  is  also  required  but 
this  is  one  of  the  cheapest  of  minerals.  The  furnaces 
have  been  so  perfected  that  they  operate  automatically 

>  See  Final  Report  of  Nitrogen  Produete  Committee,  Minietiy  of  MunitkM  of  War 
(Britidi).  per.  100,  902. 
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for  indefinite  periods,  requiring  no  direct  labor,  veiy 
little  supervision^  and  repairs  only  at  long  intervals. 
This  process  yields  nitric  acid  as  its  primary  product, 
which  has  certain  advantages  both  from  a  military  and 
agricultural  point  of  view.  Unfortunately  nitric  acid  is 
more  difficult  and  expensive  to  ship  than  ammonia, 
which  is  the  primary  product  of  most  of  the  other 
processes. 

The  direct  process  has  been  financially  profitable,  and 
has  had  a  substantial  growth  in  Norway  and  some  de- 
velopment in  the  Alps.  Abundant  water  power  is  avail- 
able in  Norway  at  an  exceptionally  low  price,  owing 
to  the  fact  that  the  natural  conditions  permit  the  de- 
velopment of  water  power  with  relatively  little  capital 
investment  for  dams,  reservoirs,  and  other  engmeering 
developments;  and  because  there  are  no  highly  de- 
veloped industrial  centers  at  hand  containing  large 
consumers  of  power  who  are  able  and  willing  to  pay  a 
higher  price.  For  these  reasons  power  is  available  for 
the  fixation  of  nitrogen  in  Norway  at  a  price  or  cost 
of  only  about  one-third  ($4.30  to  $10  per  kilowattr-year) 
of  the  lowest  price  at  which  power  can  be  purchased  at 
Niagara  Falls. 

Three  other  small  factories  to  operate  the  direct  arc 
process  have  been  erected  in  Europe  —  one  in  France, 
one  in  Italy,  one  in  Austria.  These  have  apparently  not 
been  so  successful  as  the  Norwegian  plants.  A  plant 
erected  in  North  Carolina  was  abandoned  because  it 
proved  to  be  more  profitable  to  sell  the  power  for  other 
uses.  A  small  plant  (making  sodium  nitrite  for  the  dye 
industry)  has  been  built  recently  near  Tacoma,  Wash., 
by  the  American  Nitrogen  Products  Company,  utilising 
''  ofif-peak ''  power  during  the  part  of  the  day  when  de- 
mand for  lighting  and  power  is  low.  Such  a  surplus  of 
power,  if  not  utilized,  will  be  lost,  and  may  therefore  be 
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sold  at  a  low  figure.  Water  which  goes  over  the  dam  at 
two  o'clock  in  the  morning  instead  of  through  the  water 
tiu'bines  is  permanently  lost.  As  the  generating  ma- 
chinery and  distributing  system  of  a  company  suppl3ring 
power  to  a  city  must  be  constructed  on  a  scale  large 
enough  to  carry  the  maximimi  load  during  any  hour  of 
the  entire  year,  a  large  surplus  of  power  may  be  avail- 
able during  a  considerable  fraction  of  the  time.  Since  the 
utilization  of  the  machinery  during  **  off-peak  "  periods 
involves  no  extra  interest  or  overhead  charges,  and  in 
the  case  of  water  power  plants  even  no  extra  charge 
for  fuel,  the  "  off-peak  "  power  can  be  sold  at  vciy  low 
rates.  The  arc  nitrogen  process  has  certain  advantages 
for  utilizing  this  "  off-peak  "  power  because  very  little 
labor  is  required  and  the  furnaces  can  be  quickly  started 
or  stopped  without  serious  difficulties.  Capital  charges 
on  idle  plant  constitute  the  most  serious  obstacle  to  the 
use  of  "  off-peak  "  power  in  this  case. 

Cyanamid  Process 

Another  process  is  based  upon  the  fact  that  calcium 
carbide  at  a  temperature  of  about  1200°  C.  will  chem- 
ically combine  with  nitrogen  gas  to  form  calcium  cy- 
anamid, which  may  be  used  directly  as  fertilizer  or  may 
be  converted  into  ammonia  by  treatment  with  steam 
and  alkali  under  pressure.  The  fundamental  raw  ma- 
terials are  limestone,  coal,  water  and  air,  together  with 
electrical  power.  The  first  operations  are  to  convert  the 
coal  into  coke  and  bum  the  limestone  to  quicklime.  The 
lime  and  coke  are  then  mixed  and  heated  to  a  high  tem- 
perature in  an  electric  furnace,  thereby  forming  calcium 
carbide.  This  carbide  must  be  ground  to  a  very  fine 
powder  and  transferred  to  another  f lunace  where  it  is 
changed  into  cyanamid  by  combination  with  nitrogen. 
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The  nitrogen  used  is  obtained  from  air,  but  must  be 
freed  from  oxygen.  This  separation  is  best  accomplished 
by  the  liquif action  of  the  air,  followed  by  fractional  dis- 
tUlation.  The  chemical  combination  of  the  carbide  and 
nitrogen  must  be  started  by  heating  the  carbide  locally 
to  a  temperature  of  about  1200®  C,  whereupon  the  re- 
action begins.  The  external  power  may  then  be  turned 
ofif  because  the  heat  produced  by  the  reaction  itself  is 
sufficient  to  raise  the  remainder  to  the  desired  tempera- 
ture. The  crude  calcimn  cyanamid  thus  produced  re- 
quires only  to  be  ground  and  treated  with  a  little  water 
and  oil  to  prepare  it  for  use  as  fertilizer  or  in  the  manu- 
factiu^  of  mixed  fertilizers.  The  cyanamid  may  also  be 
used  for  the  manufacture  of  ammonia  by  treatment  with 
dilute  alkali  and  steam  under  pressure.  By  fusion  with 
salt  it  yields  a  crude  cyanide  which  is,  however,  pure 
enough  for  use  in  gold  recovery.  By  still  other  chemical 
processes  it  yields  urea  which  is  used  in  the  manufacture 
of  celluloid  and  as  a  drug.  As  compared  with  the  arc 
process  the  cyanamid  process  has  the  great  advantage 
that  the  power  required  is  only  about  one-fourth  as 
great  in  proportion  to  the  weight  of  nitrogen  fixed 
(1.97  to  2.30  kilowatt-years  *  per  metric  ton  of  fixed 
nitrogen).  On  the  other  hand,  the  cyanamid  process  re- 
quires coke  for  the  manufacture  of  carbide  in  addition 
to  the  limestone,  water,  and  air  required  by  the  arc  proc- 
ess. It  yields  nitric  acid  only  indirectly  through  am- 
monia by  another  process  to  be  subsequently  described. 

The  cyanamid  process  secured  its  commercial  start  at 
about  the  same  date  as  the  arc  process  and  has  had  a 
substantial  development,  particularly  in  Europe. 

Calcimn  cyanamid  may  be  used  directly  in  fertilizers 
but  there  are  certain  serious  objections  to  its  use  for  such 
purposes.  When  used  with  acid  phosphate  it  will  in  time 

>  See  Final  R^Mrt  of  Nitrocen  Produets  Committoe,  loe.  eit.,  par.  108. 
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Wobld's  Production  of  CAuaux  Ctah amd  > 
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produce  undesirable  chemical  reactions  which  render 
the  phosphate  less  soluble  and  therefore  less  availaUe 
to  plants.  It  is  an  unpleasant  and  irritating  material  to 
handle.  It  is  probable  that  in  the  future  much  of  the 
cyanamid  produced  will  be  converted  into  ammonium 
sulphate  or  ammonium  phosphate,  which  wiU  then  be 
used  in  fertilizers  instead  of  the  cyanamid  itself. 

Haber  Process  {Direct  Synthesis  of  Ammonia) 

The  direct  combination  of  nitrogen  and  hydrogw  in 
such  way  as  to  yield  ammonia  was  developed  by  the 
German  chemist,  F.  Haber,  and  was  put  into  operation 
in  Germany  on  a  commercial  scale  for  the  first  time  in 
1913.  It  requires  pure  nitrogen  and  hydrogen  as  raw 
materials.  The  nitrogen  may  be  obtained  by  the  frac- 
tional distillation  of  liquid  air  or  from  producer  gas. 

>  Fkom  Publicationa  of  International  Inatitute  of  Acriculture,  Rome,  Italj.  yigvM 
Ib  parenthewa  are  eetimated  produetive  capacity.         *  Norway  and  Sweden. 
•  Ctdeialated  on  bads  of  18  per  eent  of  nitrogen  in  caldum  qyanamid, 
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The  preparation  of  the  hydrogen  of  the  required  de- 
gree of  purity  is  one  of  the  most  troublesome  and  expen- 
sive parts  of  the  process.  Hydrogen  may  be  obtained  as 
a  by-product  of  the  electrolytic  production  of  chlorinei 
but  in  amounts  insufficient  to  supply  an  ammonia  in- 
dustry adequate  to  meet  the  fertilizer  demand. 

A  mixture  of  hydrogen  and  nitrogen  may  be  made  by 
passing  a  blast  of  steam  and  air  through  red  hot  coke 
(heated  by  a  blast  of  air  at  intervals),  which  yields  a 
mixture  of  hydrogen,  nitrogen,  carbon  monoxide,  and 
carbon  dioxide.  By  a  subsequent  treatment,  too  com- 
plex to  be  described  here,  the  carbon  monoxide  is 
converted  into  carbon  dioxide,  which  may  be  easily 
removed,  leaving  a  pure  mixture  of  hydrogen  and 
nitrogen. 

The  pure  nitrogen  and  hydrogen  are  then  subjected 
to  a  pressure  varying  from  one  hundred  to  two  hundred 
atmospheres  and  passed  over  a  suitable  catalyst  at  a 
temperature  of  about  550^  C.  Under  these  conditions 
chemical  combination  of  the  nitrogen  and  hydrogen  to 
form  anunonia  occurs  to  the  extent  of  about  5  per  cent 
of  the  gases  present.  The  product  is  then  cooled  while 
still  under  pressure  and  dissolved  in  water.  After  this 
the  uncombined  gases  are  returned  to  the  apparatus  and 
treated  a  second  time.  The  process  evolves  sufficient 
heat  to  maintain  the  temperature  of  the  apparatus  after 
it  is  once  started,  and  this  gives  it  an  advantage  over  all 
other  nitrogen  fixation  processes  in  the  relatively  small 
amount  of  power  required.  The  power  required  is  only 
about  0.4  kilowatt-years  per  ton  of  nitrogen  fixed,  which 
is  about  one-twentieth  of  that  required  by  the  arc  proc- 
ess, or  about  one-fifth  of  that  required  by  the  cyanamid 
process  per  ton  of  nitrogen  fixed.  Its  commercial  de- 
velopment is  therefore  not  dependent  on  cheap  power. 
The  preparation  of  the  catalyst,  the  purification  of  the 
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gases  and  the  design  of  an  apparatus  which  would  stand 
the  necessary  temperatures  and  pressures  required  scien- 
tific and  engineering  work  of  a  high  order.  The  suc- 
cessful development  of  this  process  ranks  as  one  of  the 
greatest  achievements  of  German  industrial  chemistry. 
The  primary  product  of  the  process  is  aqua  ammonia 
of  a  purity  far  siupassing  that  yielded  by  either  coke 
ovens  or  the  cyanamid  process.  For  use  in  fertiliser  it  is 
usually  combined  with  sulphuric  acid  and  sold  as  am- 
monimn  sulphate. 

Wilhelm  Ostwald,  one  of  the  great  leaders  of  German 
science,  has  developed  a  method  for  the  conversion  of 
ammonia  into  nitric  acid.  The  process  consists  essen- 
tially in  passing  a  mixture  of  ammonia  and  air  throu^ 
a  platinum  gauze  maintained  at  a  low  red  heat,  thereby 
converting  the  ammonia  into  nitric  oxide  which  may  be 
readily  converted  into  nitric  acid. 

The  Haber  process  was  perfected  and  put  into  com- 
mercial operation  in  Germany  in  1913,  by  the  Badische 
Anilin  und  Soda  Fabrik.  The  Ostwald  process  had  been 
developed  some  years  previously,  but  not  operated  con- 
tinuously on  a  commercial  scale  and  was  held  in  reserve 
as  a  military  asset.  Technically  it  was  successful,  but 
not  commercially.  The  military  significance  of  the  com- 
bined Haber  and  Ostwald  process  cannot  be  overesti- 
mated ;  it  made  Germany  independent  of  Chilean  nitrate 
for  the  manufacture  of  explosives.  The  Haber  plant 
was  a  demonstrated  technical  and  commercial  success 
before  the  outbreak  of  the  war  and  the  company  con- 
trolling it  is  known  to  have  been  seeking  long  term 
contracts  for  future  delivery  outside  of  Germany  in  an- 
ticipation of  enlargement  of  the  plants.  After  the  out- 
break of  the  war  these  plants  were  rapidly  extended  and 
there  can  be  little  question  that  without  them  the  Ger- 
man army  must  have  sufifered  defeat  not  later  than  1916 
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through  a  shortage  of  explosives.  Moreover,  the  Haber 
process  has  great  possibilities  along  a  line  quite  different. 
Recent  work  has  indicated  very  clearly  that  a  combina- 
tion of  the  Haber  process  and  the  Solvay  soda  process 
will  be  of  great  benefit  to  both.  To  explain  in  detail  the 
benefits  of  this  combination  would  require  an  elaborate 
exi)osition  of  the  chemistry  of  both  of  these  processes, 
and  thus  be  outside  the  scope  of  this  paper.  It  need 
merely  be  said  that  these  two  processes  are  to  a  con- 
siderable degree  complementary.  A  waste  product  of 
each  process  can  be  utilized  in  the  other  in  the  place  of 
a  material  that  must  otherwise  be  especially  prepared 
or  purchased  for  the  piupose  with  the  result  that  when 
operated  together  both  are  simplified  and  cheapened. 
The  combination  process  requires  only  air,  coke,  water, 
and  salt  as  raw  materials;  and  yields  soda,  anunonimn 
chloride,  and  oxygen  as  products  —  the  anunonium 
chloride  being  used  for  fertilizer  instead  of  ammoniimi 
sulphate,  as  was  originally  done  in  Haber  plants. 

Since  soda  ranks  second  only  to  sulphuric  acid  among 
all  chemicals  in  magnitude  of  output  (1,390,628  short 


Pboduction  of  Ammonia  by  Haber  Process  * 

Production  in  short  tons 

Year 

Anunonium  sulphate 

CalouUt«i  M  nitrogtti  > 

1913 

33,000 

66,000 

165,000 

331,000 

551,000 

7,000 

1914 

14,000 

1915» 

34,000 
68,000 

1916 

1917 

113,000 

1918* 

(215.000) 

1  From  Frmnkfurt«r  HandelsbUtt,  May  29. 1916.  Published  in  Final  Report  of  Ni- 
trocen  Pnxlucta  Committee,  Ministry  of  Munitions  of  War.  Great  Britain, 
s  Calculated  on  basis  of  20.58  per  cent  of  nitrogen  in  ammonium  sulphate. 

•  Rate  of  production  by  the  middle  of  1915. 

*  Estimate  from  private  soiiroes. 
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tons  in  the  United  States  in  1918)  and  fundamental  im- 
portance, the  combination  of  the  two  processeB  places 
the  synthetic  production  of  ammonia  on  a  new  and 
much  more  promising  basis.  Indeed  this  may  wdl 
prove  to  be  the  most  significant  development  in  indus- 
trial chemistry  of  the  present  decade. 

Cyanide  Process 

The  only  other  process  which  merits  discussion  is  Uie 
Bucher  process,  which  depends  upon  the  fact  that  when 
soda,  carbon,  and  iron  are  intimately  mixed  and  heated 
to  a  red  heat  in  the  presence  of  nitrogen  gas  the  nitrog^ 
is  rapidly  absorbed,  resulting  in  the  formation  of  sodium 
cyanide  mixed  with  the  unchanged  iron.  The  iron  takes 
no  direct  part  in  the  reaction  but  the  reaction  will  not 
occiu*  with  any  useful  speed  in  the  absence  of  iron.  Al- 
tho  considerable  dijQSculty  has  been  encountered  in  the 
operation  of  this  process,  it  has  been  developed  on  a 
commercial  scale  so  recently  that  experience  with  it  is 
very  brief  but  the  best  available  information  indicates 
that  the  dijQSculties  are  not  fundamental  but  can  be  sui^ 
mounted  by  changes  in  detail  of  design.  The  process 
appears  to  be  the  most  rational  method  known  for  the 
manufacture  of  cyanides.  Its  development  up  to  the 
limits  of  the  cyanide  market  may  be  predicted. 

There  is  also  a  possibility  that  this  process  may  pro- 
duce sodium  cyanide  at  a  cost  low  enough  to  make  it  a 
suitable  raw  material  for  manufacture  of  many  other 
chemicals  now  made  by  quite  different  methods.  If 
sodimn  cyanide  is  steamed,  it  yields  ammonia  and  so- 
dium formate.  Sodium  formate  in  turn  will  serve  for  the 
manufacture  of  formic  acid,  for  which  a  market  of  many 
million  pounds  per  year  could  easily  be  developed  if  its 
price  could  be  lowc^  substantially.  Sodium  formate 
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may  also  be  readily  converted  into  sodium  oxalate  and 
this  in  turn  into  oxalic  acid.  Both  the  oxalic  acid  market 
and  the  formic  acid  market  of  the  world  were  dominated 
by  German  manufactiu^rs  before  the  war;  the  new 
process  may  destroy  this  German  advantage.  The  out- 
put of  ammonia  from  the  Bucher  process  may  not,  how- 
ever, necessarily  be  limited  by  the  market  for  formic  and 
oxalic  acids.  By  the  action  of  air  and  steam  at  a  low  red 
heat,  sodium  cyanide  yields  ammonia  and  soda.  Since 
the  soda  obtained  may  be  used  over  and  over  again  in 
the  process  itself  with  consequent  reduction  in  cost  of 
raw  material,  the  development  of  the  process,  if  finan- 
cially successful,  is  limited  only  by  the  demand  for  am- 
monia. At  present  there  is  little  prospect  that  ammonia 
can  be  made  as  the  principal  product  by  this  method, 
but  it  may  be  produced  as  a  by-product  of  the  manu- 
facture of  formic  and  oxalic  acids. 

Bucher  even  dreams  of  revolutionizing  the  process  of 
making  steel,  and  obtaining  sodium  cyanide  as  a  by- 
product of  a  new  steel-making  process.  Pig  iron,  the 
primary  product  of  the  iron  and  steel  industry,  contains 
about  4  per  cent  of  carbon.  The  process  of  making  steel 
consists  essentially  in  reducing  the  carbon  content  to  a 
figure  varying  from  about  one-tenth  of  1  per  cent  to  2 
per  cent,  according  to  the  variety  of  steel  desired.  In 
the  Bessemer  converter,  the  carbon  is  burned  out  by 
blowing  a  blast  of  air  through  the  molten  pig  iron.  Bu- 
cher hopes  to  replace  this  air  blast  by  a  blast  of  nitrogen 
carrying  powdered  soda  and  thereby  to  remove  the 
carbon  as  sodium  cyanide.  Sodium  cyanide  thus  pro- 
duced would  be  so  cheap  that  it  might  be  converted  by 
treatment  with  steam  into  anunonia  for  fertilizer,  and 
soda  for  reuse  in  the  steel-making  operation.  Since  this 
process  has  not  yet  passed  the  laboratory  stage,  predic- 
tion of  success  would  be  rash.  However,  chemical  sd- 
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ence  has  to  its  credit  scores  of  triumphs  inherently  no 
more  dijQScult  or  improbable  than  this.  There  is  at  least 
a  hope  that,  within  the  next  decade  or  two,  the  sted 
industry  may  yield  large  amounts  of  nitrogen  f ertiliier 
material  as  a  by-product. 

Summary  of  the  Situation  at  the  Outbreak  of  the  War 

At  the  outbreak  of  the  war  the  situation  in  reigBixi 
to  the  development  of  the  four  processes  outlined  was 
briefly  as  follows: 

The  arc  process  had  been  successfully  developed  in 
Norway  on  a  considerable  scale  in  three  large  plants  and 
there  were  smaller  plants  located  in  France,  Italy,  and 
Austria.  The  combined  production  may  be  estimated 
at  about  19,000  tons  of  fixed  nitrogen  per  year.  The 
growth  of  the  industry  had  been  limited  by  the  scarcity 
of  power  available  at  a  price  low  enough  to  be  attractive 
to  this  process.  Altho  some  experimental  work  had  been 
done  in  the  United  States  on  a  fairly  large  scale,  there 
was  no  plant  in  successful  commercial  operation. 

The  cyanamid  process  had  developed  on  a  scale  per- 
haps three  times  as  large  as  the  arc  process  with  an 
actual  output  of  about  31,000  short  tons  of  fiixed  nitro- 
gen. (See  page  410.)  As  this  method  is  not  so  de- 
pendent on  cheap  power  the  plants  were  more  widely 
distributed,  being  located  in  Norway,  Sweden,  Switzer- 
land, Germany,  Italy,  France,  Canada,  Japan,  and 
Austria.  There  was  no  plant  in  the  United  States  but  a 
large  plant  at  Niagara  Falls,  Canada,  had  been  erected 
with  capital  and  personnel  derived  from  the  United 
States,  and  a  large  part  of  the  product  was  sold  in  the 
United  States. 

The  Haber  process  was  in  operation  in  a  single  plant 
in  Germany  and  many  of  the  technical  details  were  not 
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known  to  outsiders.  The  output  from  this  process  in 
Germany  prior  to  the  war  (1913)  has  been  reported  as 
about  7000  tons  of  nitrogen  or  about  one-third  of  that  of 
the  arc  process. 

The  Bucher  process  was  only  in  the  early  laboratory 
experimental  stages  and  no  serious  attempts  had  yet 
been  made  to  develop  it  on  a  large  scale. 

The  following  table  shows  the  world's  resources  in 
fixed  nitrogen  compounds  during  1913,  the  figures  all 
being  expressed  in  terms  of  short  tons  of  fixed  nitrogen 
to  make  them  comparable  (in  part  they  represent  pro- 
ductive capacity  at  close  of  1913  instead  of  actual  pro- 
duction). 

NrrROQBN  Industribs  Compabkd  in  1913* 

Ptodnetioin  or  ettiiiuitad  produotiTe  eapMity 
Prodnet  or  prooMi  in  terms  ol  Bhort  tons  of  fixed  nttroceii 

Chilean  nitrate 420,897 

By-product  ammonia 319,667 

Calcium  cyanamid 66,138 

Arc  prooefli 18,739 

Haber  prooen 6,614 

Total 841,055 

IV.  Developments  in  Nitrogen  Fixation  since  the 
Otttbreak  of  the  European  War 

Norway,  Sweden^  and  Switzerland 

Among  the  neutral  nations  Norway  held  the  leading 
I)osition  before  the  war  in  the  fixation  of  atmospheric 
nitrogen.  Plants  operating  both  the  arc  process  and  the 
-cyanamid  process  were  in  operation  in  Norway  during 
1913,  the  product  being  sold  in  the  form  of  nitrate  of 
lime,  calcium  cyanamid,  and  ammonium  nitrate.  The 
iunmonium  nitrate  is  made  from  cyanamid-ammonia 

>  Fkom  FinftI  Report  of  Nitrogen  Prodnots  Committee,  Ministiy  of  Mnnitlons  of 
War,  Greet  Britain. 
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and  nitric  add  (made  by  the  arc  process).  The  devdop- 
ment  during  the  war  is  shown  by  the  following  taUe: 

Statistics  of  Norwkgian  Nitboqbn  Industbt* 

(Short  tons) 


Pradoet  uporiad 

1918 

1914 

1915 

1916 

1917 

Ammonium  nitrate 

Nitrate  of  lime 

10,039 
78,183 
24,373 

13,182 
82,866 
15,124 

29,166 
42,559 
27,126 

65,740 
50,707 
14,407 

7IMK2 

39,506 

2,5S0 

Calcium  eyanamid 

Total  export  expressed  as 
nitrogen  • 

18,065 

18,109 

20,624 

32,210 

33,993 

The  rapid  growth,  shown  in  the  table  above,  in  the  pro- 
duction of  ammonium  nitrate  accompanied  by  a  dix^ 
in  the  other  products  reflects  the  military  demand  for 
ammonium  nitrate.  When  computed  in  terms  of  fixed 
nitrogen,  in  1913  about  18,000  short  tons  of  nitrogen 
were  fixed  and  by  1917  the  amount  had  increased  to 
about  34,000  short  tons  of  nitrogen  in  Norway.  The 
production  of  eyanamid  in  Sweden,  which  was  613  short 
tons '  in  1911,  reached  20,229  short  tons  in  1913  and  in 
1917  was  more  than  110,000  tons  according  to  the  best 
available  estimates.  In  Switzerland  the  output  of  ey- 
anamid was  8,267  short  tons  in  1913  and  rose  to  44,092 
short  tons  during  1918. 

Germany  and  Austria 

Germany  during  the  war  relied  on  the  development 
of  the  Haber  and  eyanamid  processes  to  supply  her  with 

1  PubBshad  in  Fiiud  Report  of  NitrocenProduetoCoimmttee,Miiiitt^ 
of  War. 

s  CalcuUtadon  baaisof  35  per  eentof  nitrogen  in  ammonium  nitrate,  18  per  eat  ii 
nitrate  of  lime,  and  18  per  cent  in  oaleium  osranamid. 

•  Thia  figure  and  moit  of  the  othen  quoted  on  thia  and  the  foDowing  paoatara  tak« 
from  the  Beport  of  the  Nitrogen  Produeta  Committee.  Miniatiy  of  MuaitftQM  of  War 
(Britiah). 
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the  necefisaiy  requirements  of  fixed  nitrogen.  The  out- 
put in  Germany  by  the  Haber  process  increased  from 
about  7,000  short  tons  in  1913  to  about  215,000  short 
tons  in  1918.  The  output  by  the  cyanamid  process  in- 
creased from  4,760  short  tons  of  fixed  nitrogen  in  1913 
to  60,000  tons  in  1918.  It  has  been  estimated  that  when 
finally  completed  the  annual  output  of  fixed  nitrogen  by 
plants  under  construction  during  the  war  and  using  syn- 
thetic processes  (Haber  and  cyanamid)  will  be  about 
419,000  short  tons  of  nitrogen.  This  figure  is  about 
three  times  the  nitrogen  content  of  the  Chilean  nitrate 
annually  imported  by  Germany  before  the  war.  This 
great  increase  in  the  output  of  synthetic  nitrogen  in 
Germany  was  not  accompanied  by  any  substantial  in- 
crease in  the  output  of  by-product  ammonia  from  the 
coking  of  coal.  In  1913  the  output  of  by-product  am- 
monia in  Germany  was  equivalent  to  about  121,253 
short  tons  of  nitrogen.  The  output  at  the  conclusion  of 
the  war  is  placed  at  not  over  134,000  short  tons. 

A  considerable  fraction  of  the  anunonia  made  by  these 
processes  was  oxidized  to  nitric  acid,  which  served  as  the 
indispensable  raw  material  for  the  manufacture  of  ex- 
plosives. Germany  was  cut  off  from  imports  of  Chilean 
nitrate  at  the  very  beginning  of  the  war,  but  is  known 
to  have  captured  a  large  supply  estimated  at  400,000 
tons  in  Antwerp  (equivalent  to  62,000  tons  fixed  nitro- 
gen). This  large  capture  together  with  the  existing 
stocks  and  plants  kept  the  German  explosive  plants  in 
operation  until  the  new  large  nitrogen  fixation  plants 
referred  to  above  were  built.  The  Germans  were  able  to 
build  these  extensions  in  time  because  successful  plants 
were  already  in  operation  and  every  technical  detail  was 
known  to  them.  New  plants,  therefore,  could  be  erected 
at  once,  without  delay  for  experimentation,  and  with 
assurance  that  when  completed  they  would  work  satis- 
factorily. 
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li  ttsoiHL  tsoBoiikaBd  pradoetne  miwMriiy  andinde- 

veuiKAl  cnmctedft  of  boir  to  design  aiul  qxnte 

^t^  mrramsof.  v  die  Baber  ppoeeas,  Gennany  Wr 

AkstxniL  xomm  sl  mcsnHe  in  ber  output  off  cjranimid 
nu  luv  ^mfiistfsi'i  V  oangieDBBte  for  decreased  impoito 
rmn  riii6  Sfr  uiol  ompot.  as  eompaied  with  tbe 
TiicTaax  mi*]ua  wa^  nwipfrififagit,  Austzia,  Bulguiir 
aiw  *!lI?fit^^  f^-notsis^  »had  on  Gcniiaiiy  for  their  sqh 

:!  lit:  ««.Ixif£.  rmxniziH  tiiare  iras  ZK)t  the  same  neoeB- 
:iti:-  «>  11  Atmsaxo  "i^"  <^?w!i  niuoBMA  firation  plants* 
Niv^i^M  sunnitf^  ruMiii  iw  ^wmed  iram  Chile  directly, 
A"  i:\4i  i>:!v.;^^  11  Utf  70CXL  «ic  o^cifiEves  made  in  America. 
<T:iv  :.)%<  ii>c  r^^knuQu:  luftz-i  icas  elected  cm  Italiaa 
^\i,  .^;  ixu^us;."^  ilft^  orrtiicoeid  ccmparati\idy  slowly 
;3\;«^.  '?iv  ^-u^^ni:;  n.  Ixa^  ir  1913  was  16,515  slufft 
*,\:>.  -,^  -,  i"  rT?  7,T£n5  n.  I?'16  bui  fdl  to  16,535  tons 
II  «  N  ^.n;:  ..i.ii-ji.  rii^.T<  «:3ier  construction  are  ex- 
Aiv*  '4^.  .  :«**ii^  .i^  ^.u^iikx  TTAronxm  iip  to  88,000  tons 
.-v^-  'I  ■;>>."  "?i^  ri^A::*ir:j*"c:  .ic  cY:ftz;am3d  ^  in  Ji^ian  ro8C 
.-•,u:  "  *  :  rc^.v-.  :.cr?>  .z.  1^:5  lo  55.(W)  tons  in  1918, 
^, :  3^x:  m:  .  x.>i^  T:ka:i;  s  hu:  cLr  in  her  output  of  am- 
7.o:.  ..r.  s^vcj^:^  r^-c;.  ro4.f  r*^«s5^  100,799  short  tons 
::  \-  <i^  .^xv.vijj^,^  *\:i  .x-iy  y.:5iX^  in  1913. 

y--^^*,-^  s^f  ^:^-,  s  ^^rt-TS*  in  vXitput  of  by-product 
j^.v.-.^.x.ii  ,v.jf  Vv'  vVm^jfcZ  invsisoc  of  mxich  <rf  her  eoil- 
;*r,xv,j: .r#  z^rr-.^rjes  yr:Jo^e  had  a  cvanamid  plant  in 
<;:?:•  >?*!^  ul  ,xv«:j,^  a:  :bf  rcibr^eak  of  the  war  with  an 
cc:v...:  ,  c  Aiv  c:  n  AV  :oc.>^  By  IdlS  the  French  output 
h»^  .nvTivtifcsec  V  :::..\V  :s>as  with  additional  iriants 
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under  construction  sufficient  to  makes  productive 
capacity  of  more  than  300,000  tons. 

The  British  supremacy  of  the  sea  made  it  unnecessary 
for  Great  Britain  to  imdertake  immediately  a  great 
building  program  for  fixed  nitrogen  plants  on  a  par 
with  the  German  program.  To  be  sure  there  was  a 
serious  danger  to  England  in  the  submarine  menace, 
but  if  the  submarines  succeeded  in  making  a  blockade 
of  England  effective,  England  was  lost  regardless  of 
the  supplies  of  nitrate.  A  policy  of  depending  pri- 
marily on  imports  was  therefore  soimd.  England  could 
and  did  take  the  time  to  investigate  thoroly  and  to 
plan  for  the  reconstruction  period  as  well  as  for  the 
war  period. 

A  large  technical  committee  known  as  the  'Nitrogen 
Products  Committee,  which  was  appointed  by  the  Min- 
istry of  Munitions  of  War,  imdertook  a  comprehensive 
investigation  of  the  whole  subject  from  the  economic, 
military,  scientific,  and  technical  standpoints.  An 
Interim  Report  from  this  committee  was  submitted  to 
the  Minister  of  Munitions  on  February  22,  1917.  A 
"  Final  Report  "  of  this  committee  was  made  public  in 
February,  1920,  altho  printed  for  confidential  official 
distribution  imder  date  of  May  10,  1919.  This  report 
is  imquestionably  the  most  thoro  and  reliable  discussion 
of  the  economic  and  military  aspects  of  the  subject 
which  has  yet  been  published.  Furthermore,  much 
scientific  and  technical  work  was  carried  out  imder  the 
direction  of  this  committee,  but  the  results  of  these 
experiments  have  not  yet  been  made  known  in  detail. 
The  committee  reached  the  conclusion^  that  both 
cyanamid  and  Haber  plants  could  be  operated  with 
conmiercial  success  under  the  conditions  likely  to  pre- 
vail in  England  after  the  war,  and  reconmiended  in  its 

>  8m  par.  688  of  the  Fin*!  Report  referred  to  above. 


Digitized  byVjOOQlC 


422  QUABTERLY  JOUBNAL  OF  ECONOMICS 

Interim  Report  ^  the  ereetion  of  both  in  TCngjjuiri  ii 
acconlance  with  detailed  plans  which  it  prepared.  Tk 
Minister  accepted  the  recommendation  as  to  the  ent 
tion  of  the  Haber  plant  and  the  constructicm  had  bea 
begun  at  the  time  of  the  signing  of  the  Aimistioe,  bol 
had  progressed  little  beyond  the  laying  of  f oundatiou 
It  has  since  been  transferred  to  the  Brunner-Mood 
Company  —  the  largest  English  chemical  firm — ind 
will  be  put  into  operation.  The  recommendation  to 
erect  a  cyanamid  plant  was  not  accepted  by  the  Min- 
ister because  the  construction  of  the  large  power  plant 
needed  would  require  from  eighteen  months  to  two 
years.  The  recommendation  relating  to  the  erection  d 
«  ;:^  a  large  cyanamid  plant  was,  however,  repeated  by  the 

'  f^  Committee  after  the  signing  of  the  Armistice  under 

^  ^  date  of  May  10, 1919.  So  far  as  the  writer  is  aware  no 

iCC  action  has  been  taken. 

?? 

^  United  States 

^  The  first  attempt  to  operate  the  are  process  on  a 

<}  commercial  scale  had  been  made  at  Niagara  Falls  in 

I  1901,  but  proved  a  commercial  failure  on  account  of 

{  unsuitable  design  of  the  furnaces  and  was  soon  aban- 

doned. This  early  American  enterprise,  however,  aided 
the  later  development  of  the  industry  in  Norway  hf 
showing  clearly  the  nature  of  the  technical  difficulties 
to  be  overcome.  Subsequently  the  process  was  intro- 
duced in  North  Carolina  on  European  models  but  was 
soon  abandoned,  because  it  proved  to  be  more  profitable 
to  sell  the  power  for  other  piuposes.  A  small  plant 
using ''  off-peak  "  power  has  lately  been  put  into  opera- 
tion near  Tacoma,  Washington. 

At  the  beginning  of  the  war  the  Bucher  process  was 
in  its  early  eicperimental  stages  only. 

>  8m  par.  OM  and  pp.  140-142  of  the  FinAl  Report  ntertd  to  abov«. 
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In  1914  the  cyanamid  process  was  not  actually  in 
oi>eration  in  the  United  States,  but  the  plant  of  the 
American  Cyanamid  Company,  one  of  the  largest  in  the 
world,  was  located  at  Niagara  Falls,  Canada.  Its  per- 
sonnel and  capital  were  American,  and  its  product  was 
sold  mainly  in  the  United  States. 

The  increased  demand  for  nitrogen  due  to  the  out- 
break of  the  war  resulted  in  an  increased  output  of  the 
cyanamid  in  the  Niagara  Falls  plant  and  also  of  coke- 
oven  ammonia.  Furthermore  it  stimulated  experimental 
study  of  the  subject.  The  General  Chemical  Company 
undertook  extensive  investigations  of  the  synthetic 
anmionia  process.  The  Bucher  process  emerged  from 
the  laboratory  of  Brown  University  and  the  large-scale 
experimental  work  needed  for  its  development  was 
imdertaken  by  the  Nitrogen  Products  Company,  a 
corporation  organized  for  the  purpose.  The  Air  Reduc- 
tion Company  also  entered  the  field  beginning  the  de- 
velopment of  a  process  whose  nature  has  been  carefully 
guarded,  but  which  is  believed  to  be  similar  to  the 
Bucher  process  in  the  basic  chemical  principles,  altho 
considerably  dififerent  in  engineering  design. 

It  was  not  until  June  3,  1916  that  any  steps  were 
taken  by  the  government  of  the  United  States  to  en- 
courage nitrogen  fixation.  The  National  Defense  Act 
of  1916  made  an  appropriation  of  $20,000,000  to  be 
expended  by  the  President  for  the  fixation  of  nitro- 
gen for  military  and  fertilizer  purposes.  A  committee 
composed  of  leading  Aoierican  chemists  and  engineers 
was  appointed  to  advise  the  President  as  to  the  best 
method  of  accomplishing  this  result.  Dr.  Charles  L. 
Parsons  of  the  Bureau  of  Mines,  was  sent  to  Europe  by 
the  War  Department  to  study  the  subject.  The  co- 
operation of  all  Aoierican  firms  interested  in  the  prob- 
lem was  secured.  As  a  result  of  the  report  of  this  first 
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'Biidof  the  report  made  by  Dr.  ParBonsanew 
coinmhtce  was  appointed  to  eoDBkler  and  hani^^ 
tw»  reports.   TU$  committee  reached  the  concluskm 
that  the  Haber  proceaB  is  the  one  best  suited  to  the  in- 
dostiial  and  economic  conditions  existing  in  the  Umted 
SiMes^    At  that  time  the  Haber  patents  were  still  in 
elfect  in  the  United  States.    The  General  CSiemical 
Company,  which  had  been  for  some  years  investigatang 
the  synthesis  of  ammonia^  bdieved  that  they  had  suc- 
ceeded in  developing  a  process  which  did  not  infringe  cm 
the  Haber  patents,  but  which  was  an  improvement  o& 
the  prvxetss^   These  conchisicxis  were  based  on  labora- 
tory and  $«emi-worfcs  eaqperiments  rather  than  on  the 
successful  operation  of  units  of  commercial  sise.   The 
Gei^eral  Chemicdi  Company  offered  to  make  the  results 
of  it$  in\ipstxgations  available  to  the  govemmi^it  od 
pmervHis  terms  and  to  coop»ate  in  every  way  in  the 
election  of  a  plant.  The  government  was  given  detailed 
plans  and  specifications  and  the  services  oi  many  tech- 
nical experts  without  any  charge,  provided  the  product 
wus  u:«^  only  by  the  government  for  military  purposes; 
but  a  ro>^ty  of  15.00  per  too  was  to  be  paid  on  any 
fixed  nitiv>gen  sold  commercially  for  fertiliser.   The  ni- 
tmte  committee  x^commended  that  $1,000,000  out  of 
the  Conjrressiiocal  appn>priation  of  S20,000,000  be  used 
for  the  er^nion  of  a  plant  in  accordance  with  the  plans 
of  the  Genend  Chemical  Company.  The  plans  also  pro- 
vided for  the  conversion  of  a  part  of  the  ammonia  pro- 
duced into  nitric  acid  which  was  to  be  combined  with 
the  ivmaining  ammonia  to  make  the  explosive  am- 
monium nitiate.    This  recommendation  was  acoq[>ted 
by  the  War  Department  and  on  Oct.  15,  1917  the  erec- 
tion of  Xitiate  Plant  No.  1  was  begun  near  Sheflfidd, 
Alabama.  This  plant  was  [danned  to  have  a  capad^  of 
about  10,000  tons  ctf  ammonia  equivalent  to  8,500 
(tf  fixed  nitrogen  per  year* 
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The  Committee  also  recommended  that  steps  should 
be  taken  to  develop  the  Bucher  process.  The  Nitrogen 
Products  Company  had  been  experimenting  on  a  large 
scale  with  the  Bucher  process  and  o£fered  to  put  its 
entire  experience  at  the  disposal  of  the  government  on 
the  same  terms  as  those  offered  by  the  General  Chemical 
Company.  The  committee,  however,  reached  the  con- 
clusion that  tho  the  Bucher  process  is  fimdamentally 
soimd,  further  experiments  on  details  of  design  would 
be  advisable  before  the  erection  of  a  large  conunercial 
factory  would  be  justified.  They  therefore  recom- 
mended that  $200,000  should  be  made  available  for 
further  experiments  on  this  process  imder  the  direction 
of  the  War  Department. 

The  entry  of  the  United  States  into  the  war  radically 
changed  the  situation.  The  demands  for  explosives 
were  enormously  increased,  and  the  alarming  success 
of  the  German  submarines  during  1917  made  depend- 
ence on  Chile  for  nitrates  increasingly  dangerous.  The 
possibility  had  to  be  faced  that  the  German  submarines 
would  secure  virtual  command  of  the  sea.  In  such  a 
contingency  England  must  inevitably  acknowledge 
defeat.  But  the  United  States,  altho  denied  a  definite 
victory,  could  at  least  avoid  defeat  through  invasion  as 
long  as  the  supply  of  explosives  did  not  cease  for  lack  of 
nitrates.  With  an  adequate  supply  of  nitrates  available 
from  the  air,  the  United  States  and  Canada  together 
could  defend  themselves  against  invasion  indefinitely 
even  if  completely  shut  off  from  imports  by  sea.  No 
other  imported  article  is  really  essential  for  the  national 
existence  and  defense. 

It  was,  therefore,  sound  public  policy  to  take  steps  to 
ensure  an  adequate  supply  of  nitrates  from  sources  be- 
yond the  reach  of  the  submarine.  The  nitrate  program 
of  the  War  Department  was  enormously  increased. 
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CtartBintj  of  piodoetioii  at  an  eaily  date  became  tl 
paimmount  eonadaatiooy  and  eomparative  cost  an 
probable  competitive  strength  after  the  war  were  ( 
minor  importance. 

Tbe  cjranamid  proeeas  was  in  successful  large  wal 
operation  at  Niagara  Falls,  Canada,  and  the  teehniei 
knowledge  of  the  staff  of  this  plant  was  available  to  th 
gqvenmient  of  the  United  States.  A  cyanamid  phn 
could  consequoitly  be  erected  with  assurance  that  whei 
completed  it  would  function  properly  without  long  de 
lays  to  correct  mistakes  in  design  almost  inevitaUi 
when  the  dedgn  is  based  solely  on  small  scale  experi 
»  ments. 

p  Altho  no  large  scale  plant  for  the  converaon  of  am 

t  monia  into  nitric  acid  was  in  operation  in  the  Unitec 

^  States,  much  experimental  woiiL  on  the  process  had  beet 

^  carried  out  by  the  American  Cyanamid  Company,  aik 

by  the  Bureau  of  Mines  in  co5peration  with  the  Semet 
^  Z  Solvay  Company.   These  experiments  had  been  suffi 

^  ciently  succc^ul  to  justify  reliance  on  this  method  ii 

>  connection  with  the  Haber  and  cyanamid  processes  ii 

2  preference  to  the  arc  process,  which  was  excluded  oi 

m  accoimt  of  its  enormous  pow*er  requirements.    Accord- 

ingly Nitrate  Plant  No.  2  was  started  near  the  Muscle 
Shoals  on  the  Tennessee  River  near  Sheffield,  Alabama 
It  was  designed  to  produce  220,000  tons  of  caldun 
cyanamid  equivalent  to  41,500  tons  of  fixed  nitrogei 
annually.  It  is  expected  ultimately  to  use  water  pow« 
from  Muscle  Shoids,  but  since  at  least  three  years  wil 
be  required  to  build  the  dams  and  power  houses  a  stean 
power  plant  was  erected  to  furnish  the  power  needed  at 
once. 

Before  the  construction  of  Plant  No.  2  had  pro- 
ceeded very  far,  the  program  was  again  increased 
and  orders  given  for  the  construction  of  Plant  No.  I 
near  Toledo  and  Plant  No.  4  near  Cincinnati. 
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Furthermore,  at  the  direct  request  of  the  French 
government^  a  plant  to  produce  ten  tons  of  sodium 
cyanide  per  day  by  the  Bucher  process  was  erected  at 
Saltville,  Virginia,  by  the  Bureau  of  Mines,  acting  as 
the  agent  of  the  War  Department.  The  French  govern- 
ment desired  to  use  this  material  for  the  manufacture  of 
poison  gases. 

At  the  date  of  the  signing  of  the  Armistice,  Plants 
No.  1  and  2  were  in  operation  in  part,  altho  all  the  units 
were  not  yet  completed,  and  the  cyanide  plant  at  Salt- 
ville,  Virginia,  was  also  in  operation.  Plants  No.  3  and  4 
had  advanced  only  a  little  beyond  the  preliminary  work 
of  clearing  the  land  and  laying  foimdations.  Further 
work  on  No.  3  and  No.  4  was  stopped,  and  these  plants 
have  been  abandoned. 

Plant  No.  1,  which  was  to  produce  synthetic  am- 
monia, however,  was  not  completely  successful.  Mis- 
takes were  made  in  the  design  so  that  the  completed 
plant  did  not  operate  in  an  entirely  satisfactory  way. 
This  is  not  surprising  since  the  designs  were  based  on  ex- 
periments on  a  much  smaller  size,  and  no  one  in  America 
had  any  experience  in  the  operation  of  a  large  size  com- 
mercial plant.  Ordinary  business  prudence,  which  re- 
quires that  every  detail  of  design  should  be  perfected 
through  construction,  operation,  and  modification  of  a 
single  large  size  unit  before  the  construction  of  a  large 
plant  of  many  units,  was  deliberately  neglected  in  this 
case  on  accoimt  of  the  urgent  necessity  for  speed.  Much 
of  the  construction  is  of  good  usable  quality,  including 
railroad  connections,  the  village  for  workmen,  power 
plant,  repair  shops,  offices,  factory  buildings,  and  a 
large  part  of  the  special  manufacturing  equipment. 
Some  of  the  special  equipment  for  the  process  will  have 
to  be  redesigned  and  rebuilt.  The  titles  to  the  patents 
on  the  Haber  process  have  been  seized  by  the  Alien 
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Ptoparty  CuskMlian  and,  therefore,  the  need  ef  avoidiDg 
infringement  wiU  no  longer  hamper  the  leoonstnietra 
the  plant.  There  can  be  little  doubt  that  it  can  be  pot 
in  good  working  condition  by  the  expenditure  of  a  small 
fraction  of  the  original  cost.  The  cyanamid  plant  (Ni- 
trate Plant  No.  2)  is  of  good  design  and  in  good  workmg 
order,  the  design  having  be^i  prepared  by  engineen 
experienced  in  the  op»ation  <d  a  succeosful  large  plant. 
The  cyanide  plant  at  Saltville,  Yirgiiua,  was  ready 
for  operation  a  few  days  before  the  rigning  of  the  Armia- 
tice  and  :?ome  imits  were  put  into  operation  and  yielded 
cj-anide.  But.  as  a  result  of  the  cessation  of  war  needs, 
no  attempt  was  made  to  secure  capacity  output,  and 
after  a  short  trial  operation  the  plant  was  shut  down. 
Altho  it  was  undoubtedly  an  important  advance  in  the 
art  of  making  cyanides,  further  improvements  in  design, 
especially  in  the  furnaces,  may  be  necessary  bef(He  the 

LL  process  will  prove  commercially  successful  in  normal 

r^  times. 

% 

y  \ .  The  FrruRE  Poucr  of  the  Unfted  States 

S  .\ll  the  nitrofcen  fixation  plants  were  closed  down  soon 

after  the  Armistice,  because  the  appropriations  under 
which  they  were  built  provided  that  they  were  intoided 
to  prvxluce  war  materials,  and  the  War  Department  did 
not  fool  authoriied  under  the  law  to  operate  them  for 
the  manufacture  of  fertiliier  for  sale  to  the  public.  The 
War  Department  has.  however,  organiied  a  large  re- 
search laboratory,  under  the  direction  of  PtofesBor 
Lamb  of  Hanard.  for  the  purpose  of  studying  and 
experimenting  on  the  technical  problems  invcdved  in 
the  design  and  operation  of  these  plants  in  the  expecta- 
tion that  Congress^  will  authoriie  their  permanent  (q[>»a- 
tion  for  supplying  fertiliier  in  peace  and  munitions  in 
war. 
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The  large  capital  investment  has  now  been  lying  idle 
for  more  than  a  year.  No  fertilizer  has  been  produced. 
Before  production  can  begin  it  is  necessary  for  Congress 
to  determine  a  permanent  policy  and  to  pass  the  neces- 
sary legislation.  There  are  several  alternatives,  (a) 
The  plants  might  be  operated  by  the  government  for 
the  production  and  sale  of  fertilizer  in  times  of  peace; 
being  then  available  for  munitions  if  ever  again  needed. 
(h)  They  might  be  sold  to  private  corporations  imder 
such  conditions  as  would  ensiu^  operation,  (c)  The 
operation  of  the  plants  might  be  abandoned  and  the 
plants  dismantled  either  directly  by  the  government  or 
by  sale  for  the  price  of  junk  to  private  concerns,  who 
would  dismantle  them  or  convert  them  into  other  uses. 

Whatever  is  done  with  them  the  government  must  as- 
sume a  considerable  loss  on  the  cost  of  the  plants.  They 
were  built  during  the  period  of  the  war  imder  a  cost  plus 
contract,  and  with  every  emphasis  on  speed  rather  than 
economy.  There  was  much  extra  cost  through  pay- 
ments for  overtime  labor  and  through  premiums  for 
prompt  delivery  of  materials.  A  considerable  fraction 
of  expense  must  therefore  be  charged  off  as  a  part  of  the 
cost  of  the  war,  and  the  plants  written  down  at  least  to 
the  cost  of  reproducing  them  at  the  present  time  with 
all  engineering  mistakes  eliminated.  The  cyanide  plant 
at  Saltville  has  already  been  offered  for  sale  by  the  War 
Department. 

Senator  Wadsworth  has  introduced  a  bill  (S.  3390), 
which  provides  for  the  operation  of  these  plants  by  a 
quasi-public  corporation  to  be  known  as  the  United 
States  Fixed  Nitrogen  Corporation.  The  government 
is  to  turn  over  Nitrate  Plants  No.  1  and  No.  2  and  the 
Muscle  Shoals  Power  Plant,  now  under  construction^ 
and  to  supply  a  working  capital  of  $12,500,000  (or  so 
much  thereof  as  may  be  needed),  and  in  retiun  receive 
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the  entire  capital  stock  of  the  corporation.    The  direc- 
tors of  the  corporation  are  to  be  appointed  by  the  Sec- 
retary of  War,  who  shall  be  ez-officio  Chairman  of  the 
Board  of  Directors.  The  plan  would  place  the  corpora- 
tion under  ordinary  conunercial  law  and  free  it  from  the 
usual  government  red  tape  in  managing  its  finances  and 
personnel.  It  is  understood  to  have  the  support  of  the 
Army  and  the  Na>7  Departments.  No  action  has  yet 
been  taken  (May  1,  1920)  by  Congress,  but  a  cmn- 
mittee  of  the  Senate  has  been  holding  public  hearings  on 
the  biU  referred  to  above.  During  these  hearings  Secre- 
tary of  War  Baker,  General  Williams,  Chief  of  Ord- 
nance, and  other  officers  of  the  War  Department  uig^ 
government  operations  of  the  plants  in  accordance  with 
the  plan  of  the  Wadsworth  bill.  It  was  pointed  out  tiiat 
the  operation  of  these  plants  would  reduce  the  need  Ua 
a  reserve  supply  of  nitrate  such  as  is  now  held  by  the 
War  Department  for  emergencies,  and  that  the  working 
capital  required  could  be  secured  by  the  sale  of  one  half 
of  this  emergency  supply;  hence  no  additional  appro- 
priation from  the  Treasiuy  would  be  required  to  put  the 
plan  into  effect.   On  the  other  hand,  F.  S.  Washburn, 
President  of  the  American  Cyanamid  Company  argued 
against  the  operation  of  these  plants  by  the  govern- 
ment.   The  Committee  on  Expenditures  in  the  War 
Department  of  the  House  of  Representatives  has  also 
taken  much  testimony  dealing  with  the  construction 
and  future  disposition  of  these  plants. 

A  discussion  of  the  pros  and  cons  of  private  and  gov- 
ernment operation  of  manufacturing  enterprises  is  be- 
yond the  scope  of  this  article.  The  important  question 
is  whether  the  plants  are  to  be  operated  or  dismantied. 
To  allow  them  to  stand  idle  is  nearly  equivalent  to  dis- 
mantling them,  because  they  would  rapidly  deteriorate. 
Without  an  experienced  operating  staff  and  the  constant 
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improvements  which  come  with  operating  experience 
they  would  be  of  little  use  in  an  emergency.  If  they  can 
earn  interest  on  any  figure  above  their  sale  price  as  junk, 
it  will  be  profitable  for  the  government  from  a  purely 
financial  point  of  view  to  have  them  operated.  More- 
over, if  operated,  they  will  be  an  important  military  asset 
and,  if  the  need  ever  arises,  will  ensure  that  the  United 
States  can  make  itself  independent  of  imports  of  nitrate 
from  Chile,  just  as  Germany  did.  Should  this  need 
never  arise,  these  plants  will  continue  to  furnish  a  large 
supply  of  nitrogenous  fertilizers,  and  thus  increase  the 
food  supply.  There  can  be  no  danger  of  excessive  sup- 
plies of  fertilizer  material.  There  is  plenty  of  land  to  put 
it  on  which  has  never  received  a  pound  of  commercial 
fertilizer.  In  some  way,  and  soon,  the  existing  l^al 
obstacles  to  the  operation  of  the  plants  should  be  re- 
moved, in  order  that  they  may  forthwith  contribute 
to  the  production  of  food  for  a  starving  world. 

Grinnell  Jones. 

Habyabd  Univbbsitt. 
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SUMMARY 

Rise  of  prices  and  wagefl,  483.  —  Synchronism  with  ftlumgnff  m  the 
United  States,  484.  —  Currency  inflation  and  prices  ke^  step,  484.  — 
Qovemment  borrowing  no  cause  of  currency  expasuaoik,  485.  —  Bank 
notes  expanded  but  deemed  seciue,  437.  —  Bise  of  interest  rate,  430.  — 
Rising  market  expected  to  continue,  441.  —  Criticisms  and  foreboding 
442. 

During  the  war  and  the  Armistice  Japan  passed 
through  much  the  same  economic  experience  as  othor 
manufacturing  and  maritime  nations.  There  was  an 
initial  depression  after  hostilities  broke  out,  followed  by 
nearly  four  years  of  rapid  manufacturing  growth,  in- 
tense industrial  and  commercial  activity,  high  profits, 
speculative  promotion,  and  inflation.  Then  with  the 
Armistice  came  a  sharp  but  temporary  reaction.  Prices 
fell  abruptly  for  a  brief  period,  then  began  to  recover. 
Soon  business  was  again  in  full  swing,  more  confident  if 
possible  than  ever.  For  while  the  war  was  raging  every 
peace  rumor  depressed  the  market.  Now  that  peace 
has  come  nothing  visible  intervenes  between  the  castle 
tops  —  no  matter  how  lofty  —  of  any  promoter's  dream- 
land and  the  blue  sky  above. 

This  deviation  from  customary  conditions  has  pro- 
gressed of  late  with  accelerated  velocity.  Prices  rose 
gradually  but  steadily  during  the  first  half  of  the  war, 
then  suddenly  spiraled  upward.  Wages  lagged  behind 
until  after  the  Armistice,  then  they  spurted  after  prices 
with  a  speed  that  would  soon  ha\^  overtaken  anything 
less  agile  and  aspiring. 

Down  to  the  end  of  1916  the  relation  of  wages  to 
price:^  remained  about  normal.    Since  1900  or  there- 

4» 


Digitized  byVjOOQlC 


PRICES  AND  CURRENCY  IN  JAPAN 


433 


abouts  the  standard  of  living  in  Japan  had  been  rising 
faster  than  the  cost  of  living.  At  the  end  of  1913  wages 
were  46  per  cent  higher  and  prices  were  33  per  cent 
higher  than  they  had  been  at  the  opening  of  the  cen- 
tury. Two  years  later  wages  were  49  per  cent  and  prices 
were  only  30  per  cent  above  the  figures  in  1900.  For  a 
year  longer  wages  continued  to  increase  faster  than 
prices;  then  the  condition  was  suddenly  reversed.  By 
the  close  of  1917  the  rise  in  wages  since  1900  had  be- 
come 105  per  cent  while  that  in  prices  had  reached  154 
per  cent;  and  at  the  end  of  the  war  the  two  were  respec- 
tively 157  and  195  per  cent  above  their  level  eighteen 
years  before.  In  spite  of  a  permanent  decline  after  the 
Armistice  in  the  cost  of  some  commodities,  such  as  pig 
iron  and  heavy  chemicals,  the  price  index  had  risen  to 
about  240  per  cent  above  that  of  1900  by  the  end  of 
September,  1919,  or  more  rapidly  since  hostilities  ceased 
than  at  any  time  during  their  continuance.  The  recent 
increase  has  been  especially  marked  in  case  of  food  — 
rice  having  quadrupled  in  price  in  less  than  two  years.^ 

1  The  f oOowing  peroentoge  tablet  showing  price  movemenU  for  oommoditiee  and 
oott  of  hving  reepeotiTely  are  compiled  from  different  eouroee.  For  Japan  they  are 
from  the  Oriental  Economist  and  the  Bank  of  Japan;  for  Great  Britain  from  the 
Stotlat;  for  the  United  Stotet  from  Bradstreeta.    The  base  dates  are  different. 


Date 

Commodity  prion 

Dat« 

Cost  of  Uvinjt  (tta  collated 
by  th4)  firm  of  Mitsui 

Ot«*t 
Entaio 

United 
mates 

Japan 

London 

New 
York 

T^skyo 

1913 
1914 

1915 

1916 

1017 

1913 

Jan.,    1010 

Ftb-,    1019 

Msj*,,  1919 

April,  1919 

Msy,   1919 

June,  1019 

July,    1919 

Au«.,   1919 

Sept.,  1919 

OcL,    1010 

100.0 
100,0 
137.1 
160.0 
205,9 
227.1 
224,4 
220.6 
ai7.3 
217.2 
22S,0 
2^5.0 
242.  a 
250.2 
252.7 
264.0 

100.0 

96.7 
107.0 
120,3 
170,0 
203,2 
206,3 
191.5 
187.1 
IS7.7 
187,2 
106.5 
205,2 
217.2 
21t,6 
211,9 

1QQ.0 

95.6 
9flT 
117.2 

ua.5 

19&.9 

213,0 
206.3 
20e,6 
214.6 
22S,1 
247.2 
251,0 
257.0 
27L0 

Jiw«.  1914 
Dec.,  1914 
Dm.,  1916 
Dm.,   1916 
Dfw.,  1917 
Dm..   191S 
J&a„    1919 
Feb.,    1910 
M«r„  1910 
April,  1910 
May,  1919 
June,  1919 

100.0 
109.S 
142.ft 
192.5 
229.3 
236.3 
237,4 
23S.3 
232.3 
234.7 
243,3 
229.4 

100.0 

105.0 
326.1 
158,6 
207.6 
214.3 
20e.9 
198.6 
202.6 
202.0 
210.7 
211.1 

10D.0 

9a.3 

13S.S 
150.6 
194^ 
238.7 

227.0 

^i 

244J 
266.1 
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This  has  naturally  stimulated  the  upward  movement 
of  wages.  But  an  exact  measurement  of  the  latter  \& 
difficult,  because  it  has  been  accompanied  in  many 
establishments  by  a  reduction  in  the  hours  of  work,  with 
a  corresponding  addition  to  overtime  earnings.  During 
the  sin^e  month  of  July,  1919,  increases  of  30  per  cent 
were  made  in  several  important  industries;  and  tho  the 
wage  level  is  generally  believed  to  be  lower  even  now  as 
compared  with  the  price  level  than  it  was  at  the  out- 
break of  the  war,  the  recent  tendency  has  been  toward 
restoring  their  traditional  relation. 

Leaving  now  the  comparison  of  prices  and  wages,  two 
other  interesting  parallels  appear.  The  rise  of  prices  by 
groups  and  by  individual  commodities  —  especially 
raw  materials  and  important  classes  of  manufactures  — 
has  followed  closely  that  in  the  United  States.  The 
word  "  followed  "  is  used  advisedly;  for  the  initiative 
seems  to  come  from  our  side  of  the  Pacific.  Synchronism 
of  price  movements  in  America  and  Japan  is  much  more 
striking  than  in  Europe  and  Japan.^ 

In  the  second  place  prices  and  currency  inflation  have 
kept  step  with  each  other  with  the  same  rhythmic  preci- 
sion as  in  our  own  country  and  beyond  the  Atlantic. 
Until  the  end  of  1916  (which  it  will  be  recalled  was  the 
dividing  line  between  normally  ascending  prices  and  the 
abrupt  skyrocketing  that  ensued)  the  quantity  of  coin 
and  bank  notes  in  circulation  remained  at  about  the  pre- 
war level.  In  1915  it  fell  to  the  lowest  point  since  1912, 
Yen  493,000,000;  and  it  rose  less  than  10  per  cent  be- 
tween 1912  and  the  middle  of  1916.  Then  a  change 
occurred  as  marked  as  in  case  of  prices.  Within  two 
years  of  the  latter  date  the  volmne  of  currency  practi- 
cally doubled.  This  monetary  deluge,  consisting  almost 

1  Aooording  to  oompUations  and  charts  of  the  U.  8.  Bureau  of  Foraign  and 
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entirely  of  paper,  had  by  no  means  reached  its  crest 
when  the  war  ended.  In  fact  Japan  added  to  its  cur- 
rency during  the  first  fiscal  year  of  the  Armistice  a  sum 
in  bank  notes  alone  nearly  equal  to  all  the  bank  notes 
in  circulation  two  years  before.  Japan's  paper  money 
has  more  than  quadrupled  during  the  past  four  years 
and  at  last  reports  was  still  increasing.  The  proportion 
of  coin  in  circulation  has  fallen  from  35  per  cent  to  15 
I>er  cent  during  that  period. 

This  paper  expansion  is  not  caused  by  government 
borrowing.  The  public  debt  of  Japan  has  increased  but 
Yen  672,000,000  since  the  beginning  of  the  war,  and  a 
major  part  of  this  increment  is  represented  by  home 
owned  treasury  bills.  Nor  has  the  ratio  of  specie  reserve 
to  bank  notes  declined.  It  was  about  65  per  cent  when 
the  war  began  and  66  per  cent  when  the  war  ended.  In 
this  respect  the  expansion  of  ciurency  has  been  largely 
what  we  have  recently  learned  to  call  "  gold  inflation." 
This  specie  consists  mostly  of  war  earnings  and  profits 
belonging  to  its  customers,  to  whom  the  Bank  of  Japan 
or  associated  banks  has  issued  bank  notes  or  credits  in 
return  for  their  gold  credits  in  foreign  coimtries,  espe- 
cially Great  Britain  and  the  United  States.  The  gold 
could  not  be  collected  in  kind  during  the  war  on  accoimt 
of  the  embargo  upon  its  export  laid  by  those  govern- 
ments. However  during  the  period  of  hostilities  much 
bullion  was  brought  to  Japan  from  South  America,  and 
since  the  Armistice  considerable  gold  has  come  from  the 
United  States.  So  the  quantity  of  precious  metals  physi- 
cally present  in  Japan  is  much  larger  than  when  the  war 
began.  But  it  is  not  in  actual  circulation,  the  govern- 
ment having  been  forced  to  issue  fractional  paper  cur- 
rency to  take  the  place  even  of  the  small  silver  coins 
formerly  in  universal  use.  At  the  end  of  October,  1919, 
the  government  and  the  Bank  of  Japan  together  held 
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Yen  1,899,000,000  of  specie,  of  which  Yen  1,354,000,000 
was  still  deposited  abroad.  The  bank  is  severely  criti- 
cised at  home  for  counting  its  foreign  specie  holdingi  as 
part  of  its  note  reserve  and  issuing  paper  money  against 
this  security. 

But  over  and  above  the  bank  notes  that  are  accounted 
for  by  specie  reserves  held  in  Japan  and  elsewhere  there 
remains  asum  in  paper  money  exceeding  by  several  mil- 
lion yen  the  total  bank  note  circulation  of  the  Empire 
the  last  year  of  peace.  How  is  this  accounted  for  ? 

Under  the  law  the  Bank  of  Japan,  which  is  the  only 
bank  of  issue  in  the  archipelago  proper,  may  emit  up  to 
120  million  yen  of  notes,  secured  by  govermnent  or 
private  securities  or  commercial  bills,  which  are  dthtf 
tax  free  or  in  some  contingencies  subject  to  a  light  im- 
post. It  may  issue  notes  secured  by  the  same  kinds  d 
paper  over  and  above  120  millions  to  any  amount  to 
which  the  minister  of  finance  may  consent,  by  pajring  a 
tax  of  not  less  than  5  per  cent  upon  their  par  value. 
When  business  is  booming  and  profits  are  high,  bor- 
rowers upon  securities  and  commercial  bills  are  willing 
to  pay  enough  for  bank  accommodation  to  justify  the 
bank  in  paying  5  per  cent  tax  upon  an  excess  note  issue, 
in  order  that  it  may  loan  to  such  customers.  If  the 
bank  shows  a  disposition  to  increase  its  circulation  un- 
wisely, the  govermnent  can  use  either  a  direct  veto  ot 
an  increased  tax  in  order  to  discourage  further  note 
expansion.  Everything  naturally  depends  uix>n  the 
conservatism  of  the  bank  authorities  and  the  d^retion 
of  public  officials.  Before  the  war  there  were  seldom 
bank  notes  upon  which  the  5  per  cent  tax  was  paid, 
because  the  excess  above  those  secured  by  specie  and 
bullion  was  normally  less  than  120  million  yen.  By  the 
end  of  1919  the  quantity  of  5  per  cent  taxed  notes  out- 
standing was  more  than  four  times  the  maximum  quaor 
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tity  of  untaxed  and  low  taxed  notes  authorized  by  law 
which  was  also  in  circulation.  The  effect  of  the  war  is 
shown  by  the  following  table  giving  the  note  circulation 
and  loans  of  the  Bank  of  Japan  at  the  close  of  each 
calendar  year  in  the  nearest  million  yen: 

Year         Note  eiroaktkm     Specie  resenre       Tknd  notes        Loans 


Yen  1,000,000 

1914 

385 

218 

47 

87 

1915 

430 

248 

61 

58 

1916 

601 

410 

70 

188 

1917 

832 

649 

63 

170 

1918 

1152 

721 

310 

627 

1919 

1564 

951 

492 

723 

Presumably  the  security  behind  those  additional  notes 
not  covered  by  specie  reserve  was  not  quite  so  con- 
servatively selected  as  before  November,  1917,  when 
a  government  order  made  the  Bank  of  Japan  extend 
the  list  of  collateral  securities  for  loans,  ''in  order 
to  facilitate  the  financing  of  trade  and  industries  at 
home."  Moreover  most  private  securities  in  Japan  have 
advanced  tremendously  in  nominal  value  during  the 
war,  and  many  of  them  represent  capitalization  based 
upon  the  war  cost  of  factories,  machinery,  and  ships, 
and  upon  war  profits.  Since  October,  1917,  the  govern- 
ment has  issued  Yen  115,000,000  in  the  fractional  paper 
currency  already  mentioned,  to  take  the  place  of  coins 
which  disappeared  from  circulation.  This  currency  is  a 
direct  obligation  of  the  state,  and  has  no  relation  to  the 
bank  notes  just  described;  but  it  likewise  contributes  to 
the  present  inflation. 

Nevertheless,  no  one  doubts  the  security  behind 
these  notes.  like  our  federal  reserve  notes  they  are 
backed  ultimately  by  the  government.  Japan's  financial 
and  currency  condition  is  not  comparable  with  that  of 
France,  Italy,  or  even  Great  Britain.  Indeed  from  a 
bookkeeping  point  of  view  it  is  sounder  than  our  own; 
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since  Japan's  specie  reserve  is  relatively  larger  than  ouis. 
But  while  our  ciurency  increased  some  50  per  cent  dur- 
ing the  war,  that  of  Japan  increased  180  per  cent. 

Consequently  the  cost  of  living  is  outdistancing  ave^ 
age  income,  and  the  people  are  profoundly  discontented. 
They  attribute  their  ills  in  the  main  to  inflatioit 
They  refuse  to  regard  the  rise  of  prices  and  the  unset- 
tlement  of  wages  as  necessarily  worldwide  phenomeoa, 
and  insist  on  finding  local  causes  for  these  evils.  Po^ 
haps  their  proximity  to  China,  where  business  continues 
placidly  without  such  radical  displacements,  encourages 
this  opinion.  The  Japanese  say  that  '^  hard  monqr " 
China  proves  their  contention. 

Moreover  in  Japan,  as  in  the  United  States,  an  uneasy 
memory  lingers  of  the  ciurency  ills  of  a  former  genera- 
tion. At  a  time  when  that  country's  conmierce  and 
manufactures  were  still  in  their  infancy  it  had  a  period 
of  inflation,  following  the  Saigo  rebellion  in  1877.  Great 
quantities  of  non-convertible  notes  were  issued  at  this 
time,  with  the  result  that  the  prices  of  commodities 
went  soaring.  Prices  reached  a  maximum  in  1878  and 
business  did  not  recover  a  stable  basis  till  six  years 
later. 

Today's  demand  that  the  government  exert  itsdf 
vigorously  to  reduce  the  currency  comes  from  almoet 
every  quarter  except  the  country  gentry,  who  are  profit- 
ing exceedingly  by  the  high  price  of  rice.  Conunercial 
bodies,  bankers,  and  even  the  House  of  Peers  have  fdt 
called  upon  to  make  representations  to  the  cabinet,  if 
not  specifically  recommending  a  curtailment  of  the 
money  supply,  at  least  ur^g  the  authorities  to  deal 
radically  with  high  prices.  As  in  this  coimtry  there  is  a 
variety  of  counsels.  Even  the  ministry  is  reported  to  be 
divided  as  to  policies,  and  a  political  complexion  is  given 
purely  economic  measures.    According  to  a  leading 
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daily:  '^  The  Minister  of  Finance  has  peculiar  ideas  re- 
garding economics.  An  inflation  of  the  ciurency  accord- 
ing to  him  is  not  a  cause  but  an  effect  of  the  advance  in 
prices ;  ciurency  is  wealth,  and  we  should  not  deplore  but 
congratulate  ourselves  on  an  increase  of  paper  money 
and  credit."  Another  prominent  journal  characterizes 
the  minister's  views  as  '^  intolerably  indiscreet  and  irre- 
sponsible." A  third  newspaper  of  wide  circulation  and 
authority  believes  that  even  were  the  minister's  views 
correct,  and  were  a  policy  of  deflation  to  check  the  pres- 
ent intense  business  activity,  nevertheless  such  meas- 
ures are  required.  "  If  the  ciurency  is  reduced  we  may 
expect  perhaps  a  financial  depression  to  follow ;  but  this 
is  no  cause  for  alarm.  The  fact  is  that  the  present  pros- 
I>erity  is  but  empty  inflation,  unnatural  and  unhealthy. 
A  great  reaction  is  sure  to  come  some  day.  It  is  better 
to  reduce  the  magnitude  of  this  reaction  by  taking 
timely  measures  to  check  inflation  before  it  arrives." 
Such  opinions  seem  to  represent  the  sound  business 
opinion  of  the  country. 

Still  the  authorities  are  moving  very  slowly.  Bank 
rates  have  been  advanced  and  a  domestic  loan  was 
issued  to  absorb  money  in  excess  of  real  business  needs 
and  thus  prevent  unhealthy  speculation.  But  the  fact 
that  these  short  term  exchequer  bonds  bear  interest  net- 
ting the  purchaser  6.77  per  cent,  and  that  subscriptions 
even  at  this  rate  were  unsatisfactory,  indicates  that  in- 
flation does  not  always  make  money  plentiful.  Indeed  a 
sensible  stringency  has  prevailed  recently  in  the  Jap- 
anese money  market.  The  thirst  for  currency  seems  to 
grow  with  indulgence.  By  multiplying  the  tokens  of 
wealth  the  government  increases  the  demand  for  them. 

Of  course  we  must  not  overlook  thefact  that  the  leaven 
in  this  mass  of  ferment  is  the  world's  want  of  goods  and 
Japan's  ability  to  earn  high  profits  making  and  market- 
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ing  these  goods.  But  by  unsettling  the  relatioii  between 
physical  property  and  its  monetary  measure  the  authori- 
ties have  added  to  the  gambling  element  in  businesB. 
Those  who  can  command  capital  or  credit  bet  that  goods 
will  continue  to  rise  and  that  money  will  continue  to 
depreciate;  and  so  long  as  they  are  winning  there  is  no 
limit  to  their  demand  for  money  to  raise  their  wagers. 
This  call  for  money  is  over  and  above  another  concur- 
rent demand  —  more  legitimate  than  that  of  the  specor 
lating  profiteers  but  also  in  turn  highly  speculative— 
for  money  to  increase  the  machinery  of  production,  to 
build  factories  and  ships.  So  multiplying  the  supply  of 
money  may  simultaneously  lower  its  value  and  raise  the 
price  paid  for  using  it;  depreciation  and  rising  interest 
go  hand  in  hand. 

The  disposition  to  bet  on  the  continuance  of  a  rising 
market  —  a  market  rising  partly  on  account  of  inflation 
—  is  not  confined  to  goods  that  pass  into  direct  con- 
sumption. Perhaps  one  should  say,  not  "bet/*  but  buy 
titles  to  goods ;  for  in  many  cases  no  physical  supplies  are 
held  by  either  seller  or  buyer.  Not  only  do  speculators 
hold  rice,  sugar,  cotton  yam,  and  raw  silk  for  higher 
prices',  but  they  inflate  the  capital  of  productive  enr 
terprises  upon  the  assumption  of  continuously  rising 
markets.  A  shipping  firm  with  a  moderate  investment 
in  one  or  two  ships  will  mortgage  those  ships  on  the 
strength  of  high  charter  rates  in  order  to  buy  equities  in 
additional  vessels.  As  charter  prices  continue  upward 
the  increased  earning  power  of  these  vessels  —  which 
leads  in  tmn  to  increased  bidding  for  new  construction 
and  growing  cost  per  ton  —  is  capitalized  and  additional 
money  is  borrowed  upon  this  security  to  buy  equities  in 
more  ships.  Buoyed  up  by  these  vessels,  like  title  cloud 
of  canvas  that  used  to  tower  above  an  old  time  Yankee 
clipper,  floats  a  lofty  and  imstable  superstructure  of 
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more  or  less  imaginary  capital,  far  less  substantial  than 
the  clipper's  canvas  —  for  it  is  made  of  paper.  First  of 
all  there  is  the  increased  capitalization  of  the  shipping 
company  —  always  tending  to  expand  in  proportion  to 
the  volimie  of  business  the  company  controls;  then 
come  the  securities  that  have  been  marketed  by  the 
company,  the  mortgages  which  it  has  given  on  its  prop- 
erty in  order  to  buy  new  equities;  and  last  of  all,  per- 
haps, we  have  circulating  through  the  community  bank 
notes  issued  against  these  securities.  So  the  nominal 
capital  invested  in  the  shipping  business  grows  faster 
than  actual  tonnage,  or  even  than  its  value  expressed  in 
inflated  prices.  The  old  Japanese  steamship  lines  finance 
their  extensions  from  their  immense  reserves,  and  have 
not  participated  in  the  practice  just  described.  Neither 
have  conservative  and  long  established  manufacturers. 
But  inflation  has  encouraged  a  mushroom  growth  of  new 
companies  for  whom  expanding  currency  and  rising 
prices  are  a  necessary  condition  of  existence. 

So  the  thirst  for  paper  money  —  or  for  more  money  — 
grows  with  its  gratification.  Some  men  in  Japan,  like 
the  Minister  of  Finance,  believe  that  multiplying  these 
tokens  of  wealth  assists  to  increase  real  wealth  —  that 
this  flood  of  bank  notes  actually  turns  the  wheels  of 
factories  and  bears  to  market  the  cargoes  they  produce. 
His  opponents  believe  that  the  supply  of  currency  should 
follow  and  not  anticipate  the  expansion  of  production, 
and  that  for  the  amoimt  of  money  in  a  coimtry  rapidly 
to  outstrip  the  coimtry's  ability  to  produce  goods  is  a 
form  of  hypertrophy  as  dangerous  to  the  economic  or- 
ganism as  an  analogous  maladjustment  would  be  to  the 
physical  organism.  They  cite  the  following  existing 
conditions  in  Japan  as  signs  of  such  an  imhealthy  de- 
velopment: 

1.  An  increasing  concentration  of  wealth  in  the  hands 
of  speculators,  landlords,  and  industrial  capitalists,  be- 
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cause  prices  have  risen  faster  than  wages,  salaries,  and 
other  incomes  from  service.  Company  dividends  (rf  60  to 
70  per  cent  are  not  uncommon,  and  average  profits  are 
abnormally  high.  The  increase  of  great  fortunes  during 
and  since  the  war  is  a  matter  of  common  knowledge. 
This  shifting  of  wealth  into  the  coffers  of  a  few  firms  and 
individuals  is  much  more  of  a  subject  for  neighborhood 
comment  and  criticism  in  a  small  and  hom<^eneoii8 
coimtry  like  Japan  than  in  a  large  country  like  the 
United  States. 

2.  An  epidemic  of  gambling  in  staple  conmioditieB 
which  is  harmful  to  the  general  public.  '^  With  litUe  or 
no  decrease  in  production,  cotton  yam  has  doubled  in 
price  within  a  year."  "  There  are  sufficient  supplies  ol 
rice,  while  a  biunper  crop  is  promised  for  the  next  har- 
vest. Yet  the  price  of  rice  continues  to  soar,  intensi- 
fying the  feeling  of  unrest  among  the  people.  This  is 
chiefly  due  to  the  machinations  of  speculators  and  the 
hoarding  of  wealthy  farmers.  These  practices  are  facili- 
tated by  the  unnatural  inflation  of  the  currency.'*  "  The 
inflation  of  the  currency  and  the  imrestricted  speculative 
fever  are  among  the  chief  factors  in  forcing  up  prices. 
There  is  now  a  most  marked  sign  of  intense  speculation 
—  with  the  demand  for  provisions  as  its  nucleus  —  in 
towns  and  rural  regions  alike.  .  .  .  Cotton  yam  and 
cloth,  sugar  and  wheat  are  equally  objects  of  profiteering. 
It  even  happens  that  transactions  exceed  production  by 
several  times,  thus  absolutely  ignoring  the  interests  oi 
the  consmning  public."  Such  press  opinions  might  be 
quoted  indefinitely. 

3.  Speculative  promotion  and  capital  inflation.  In 
October,  1919,  according  to  the  Hypothetic  Bank,  the 
average  paid  up  capital  per  share  of  the  stocks  dealt 
upon  the  Tokyo  exchange  was  Yen  58.49,  while  the 
average  quotation  per  share  was  Yen  250.20.  Average 
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dividends  were  20.77  per  cent  per  annum.  Many  of 
these  shares  represent  stock  dividends  issued  to  capital- 
ize war  earnings  or  war  earning  capacity;  while  others 
are  new  issues  by  companies  still  in  the  initial  stages 
of  development.  To  quote  a  typical  press  comment, 
that  might  apply  to  almost  any  recent  period, 
**  promotion  boomed  again  during  October,  and  the 
effect  of  inflation  was  displayed  to  the  fullest  effect." 
The  total  of  f imds  called  into  use  for  that  month  was 
Yen  562,365,000.  During  the  same  month  323  new 
stock  companies  were  floated,  and  81  were  enlarged. 
In  the  course  of  the  war  the  cotton  machinery  of  Japan 
increased  less  than  20  per  cent,  but  the  paid  up  capital 
invested  in  that  industry  increased  60  per  cent.  Yet 
cotton  spinning  is  one  of  the  highly  centralized  and 
conservatively  managed  industries  of  Japan.  In  many 
branches  of  manufacture  it  is  safe  to  assume  that  capi- 
talization has  multipUed  from  five  to  tenfold  as  rapidly 
as  the  physical  plant  upon  which  it  is  ultimately  based. 
According  to  an  estimate  made  by  the  Bank  of  Japan 
the  increase  of  capitalization  in  Japan  during  the  war 
was  about  $2,340,000,000,  as  compared  with  $600,000,- 
000  for  an  equal  period  imder  pre-war  conditions.  Since 
the  Armistice  the  growth  of  capitalization  has  been  even 
more  rapid  than  it  was  during  hostiUties.  In  the  coiwse 
of  1919  it  was  Yen  4,301,539,000,  or  Yen  1,121,530,000 
more  than  in  1918,  which  had  broken  all  previous  rec- 
ords. The  increase  in  stocks  and  bonds  has  followed 
about  the  same  curve  as  the  expansion  of  currency  and 
the  rise  of  prices.  Investment  has  turned  from  manu- 
facturing toward  commerce  and  banking  —  tho  by  no 
means  deserting  the  former  field  —  because  it  is  difficult 
to  procure  machinery  for  equipping  factories  while  it  is 
relatively  easy  to  find  inmiediate  productive  employ- 
ment for  money  in  trading  and  finance. 
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So  we  have  a  whole  constellation  of  economic  phe- 
nomena —  prices,  wages,  currency  inflation,  commodity 
speculation,  and  investment  growth  —  moving  almoet 
in  the  same  orbit.  Moreover  that  orbit  is  abeirant 
from  the  normal  orbits  we  have  been  accustomed  to 
observe.  The  great  convulsion  of  the  war  is  the  proxi- 
mate and  obvious  cause  of  this  common  aberration. 
But  the  economist  will  not  rest  content  without  a  cloev 
study  of  the  method  by  which  the  cause  has  produced 
its  successive  effects  upon  each  of  these  elements  in  our 
economic  life,  and  the  order  in  which  this  effect  has  been 
transmitted  from  the  one  to  the  other.  Is  currency  in- 
flation the  stone  that  precipitated  the  avalanche  ?  Ja- 
pan affords  a  laboratory  experiment  which  suggests,  at 
least,  that  a  nation's  monetary  system  is  one  of  the  first 
points  in  the  body  economic  that  the  disease  of  war 
attacks,  and  that  from  this  base  it  speads  its  toxins 
throughout  the  remainder  of  the  business  and  social 
organism. 

Victor  S.  Clabk. 
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FACTORS  DETERMINING  THE  INTEREST 
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By  way  of  apology  for  presuming  to  discuss  a  subject 
as  venerable  as  that  of  interest,  it  may  be  urged  that 
recent  financial  experiences  have  thrown  a  new  burden 
of  proof  upon  established  doctrines.  Not  only  the  im- 
mediate determination  of  a  market  rate,  but  the  relation 
of  the  rate  to  bank  discount  and  to  inflated  price  levels, 
has  assimied  a  new  importance.  This  paper  does  not 
attempt,  however,  anything  so  ambitious  as  a  reforming 
of  theories:  in  a  general  way  the  Austrian  psychological 
concept  is  assumed  as  a  foimdation.  The  purpose  is, 
rather,  to  attempt  to  show  the  correlations  of  the  major 
factors  determining  the  interest  rate.^ 

The  discussion  will  be  confined,  in  the  main,  to  pure 
interest  —  the  net  payment  to  capital  as  such  —  which 
constitutes  the  substance  of  the  actual  rates  appearing 

1  These  oorreUtioas  m  they  Appear  in  the  bniineei  cyole  are  suaoeptible  of  math^ 
matieal  ezpreenoo,  bat  such  a  refinement  of  method  waa  not  thought  neeeawry  in  oon- 
neetion  with  thia  paper.  The  correlationa  that  oould  be  ao  atated  are  entirely  obrioos 
from  an  inepeetion  of  buaineea  data,  and  are  not  in  dispute.  They  may  be  aeen.  for  ax- 
ample,  in  the  Brookmire  Barometer  Charts,  the  Babeon  Reports,  or  less  oonTeniently  in 
the  flnanrial  diagrama  published  by  the  National  Monetary  Commission,  ATStyeooK 
plete  study  appears  in  The  Beriew  of  Soonomie  Statiatioa,  January  and  April,  1919. 

446 
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in  the  market.^  It  is,  of  course,  assumed  that  a  variable 
premium  for  risk  is  usually  present,  with  which  may  be 
included  a  premium  or  discount  for  anticipated  changes 
in  the  price  level.  The  charge  for  placing  an  invest- 
ment —  an  item  which  has  so  much  to  do  with  the  in- 
equalities of  rates  as  between  urban  and  frontier  regions 

—  will  be  taken  for  granted.  Other  lesser  influences  will 
also  be  slighted,  and  attention  will  be  centered  upon  the 
following:  First,  the  so-called  "  time-preference  "  rate 

—  the  psychological  attitude  toward  securities  as  con- 
trasted with  more  immediate  goods.*  Second,  the  mar- 
ginal investment  rate,  by  which  is  meant  the  productive 
results  in  terms  of  interest  arising  from  newly  applied 
inventions,  and  other  expansions  of  properties.  Third, 
the  bank  discoimt  rate  —  the  usual  control  of  currency 
inflation.  Fourth,  the  actual  price  level  —  the  ratios  at 
which  conuDodities  exchange  for  gold  as  measured  by 
adequate  index  nimibers.  Fifth,  the  theoretical  price 
level,  or  that  level  which,  under  the  conditions  of  the 
market  then  obtaining,  would  be  necessary  to  maintain 
in  equilibrium  a  gold  monetary  reserve.  These  factors 
may  be  summarized  as  saving,  investment,  inflation, 
and  prices.  It  is  assumed  that  these  are  the  vital  forces 
involved  in  the  determination  of  the  interest  rate. 


The  force  of  time-preference  may  be  seen  most  easily 
if  we  assume  the  case  of  an  entirely  static  society.  In 
such  a  society  landed  properties  on  which  interest  in- 
comes are  based  will  be  held  firmly  in  hereditary  poe- 

>  IntereBt  is  here  used  to  cover  all  incomes  that  may  be  considered  as  KH**»g''»g  to 
actual  or  potential  investment  in  negotiable  property,  from  real  estate  to  personal  boUs. 
It  therefore  includes  that  portion  of  an  enterpriser's  profit  which  in  strict  aooountini 
should  be  entered  as  interest  on  his  holdings.  It  even  includes  wage  surpluses  when 
they  have  been  definitely  pledged.  Bank  discount  is,  of  course,  a  form  of  interest,  but  H 
may  be  contrasted  with  other  forms  because  of  its  relation  to  deposit « 

>  F.  A.  Fetter,  Eeonomio  Principles,  Pt.  IV. 
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session,  but  they  will  be  mortgaged  and  sometimes 
alienated  by  spendthrift  or  imf ortunate  families.  The 
market  rate  will  be  determined  as  a  resultant  of  the  op- 
posed consuming  and  saving  propensities.  A  low  rate 
will  therefore  be  indicative  of  effective  thrift,  and  of  a  low 
relative  valuation  placed  upon  inunediate  consumption 
as  compared  with  future  incomes.  Exceptions  mi^t  be 
noted  in  such  a  case  as  the  spending  of  capital  on  scien- 
tific research,  but  this  would  imply  a  transition  to  a 
dynamic  condition. 

While  time  preference  is  always  present  as  doubtless 
the  most  f imdamental  factor  in  the  determination  of  the 
interest  rate,  yet  the  antithetical  effect  of  dynamic  con- 
ditions must  be  given  much  weight,  particularly  in 
modem  times.  Since  the  theoretical  question  involved 
is  one  over  which  there  has  been  much  dispute,  it  may 
be  well  to  introduce  the  matter  with  a  precise  illus- 
tration. 

Let  us  suppose  that  in  a  system  otherwise  static,  there 
appears  a  markedly  efficient  invention  calling  for  the 
installation  of  a  new  type  of  factory  machine.  Shares 
are  issued  representing  the  expected  increase  in  property 
values,  and  are  sold  to  secure  the  needed  capital.  These 
shares  constitute  an  addition  to  the  income-bearing 
properties  already  on  the  market.  Unless  there  develops 
an  abnormal  impulse  toward  saving,  the  interest  rate 
therefore  rises,  expressing  the  lower  valuation  placed 
upon  the  increasing  properties.  The  case  is  simply  that 
of  increasing  supply  and  lowering  price,  the  rate  being 
the  reciprocal  of  the  valuation  of  properties  of  estimated 
income-bearing  power. 

The  anticipated  earnings  will  next  be  tested  by  the 
actual  productive  power  of  the  machine.  To  make  the 
case  extremely  simple,  let  us  suppose  that  the  machine 
is  made  of  the  same  materials  that  would  have  gone  into 
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the  direct  goods  displaced  by  the  saving.  Aade  fixMn  a 
small  d^ree  of  friction  involved  in  transferring  capital 
and  labor  to  the  new  channel  of  demand,  the  maikrt 
would  be  scarcely  disturbed  up  to  the  time  when  the  new 
machines  came  into  operation.  Then  a  readjustment 
would  occur,  out  of  which  the  businesses  using  the  new 
machines  would  show  a  certain  volume  of  new  interest 
income  above  all  costs  of  upkeep.  This  income,  com- 
pared with  the  cost  of  the  machines,  would  constitute 
a  temporary  productivity  rate.  A  certain  quantity  oi 
present  goods  would  have  been  actually  converted  into 
a  definite  continuous  income.  It  is  to  be  observed  that 
the  materials  and  services  used  in  making  the  machines 
are  not  valued  primarily  in  terms  of  their  capitalization, 
but  in  terms  of  their  alternate  use  as  direct  goods.  When 
the  materials  saved  are  of  a  dififerent  sort  from  those 
invested  in  machines  there  would  be  some  readjust- 
ment of  values,  but  the  principle  would  hold.  The  cost 
of  the  machines  would  be  alternate  and  equal  to  the  cost 
of  direct  goods  given  up,  and  on  this  cost  the  temporaiy 
productivity  rate  would  be  based.  If  the  rate  proved  to 
be  high,  there  would  be  an  active  bidding  for  more  cap- 
ital to  install  more  of  the  machines.  This  process  would 
go  on,  with  a  high  interest  rate  meanwhile  ruling,  until 
increasing  costs  of  production  and  decreasing  prices  of 
output  brought  the  earnings  on  the  last  increment  of 
capital  down  to  the  current  market  rate.  If  no  further 
inventions  occurred  both  the  interest  rate  and  the 
average  wage,  which  would  have  been  bid  up  by  the 
activity  of  enterprisers,  would  at  length  subside  to 
approximately  the  old  levels.^ 

>  Some  inveniioDt  are  simplifioatioos  of  apparatus  and  may  deoreaae  tlie  ytitoaam  dL 
equipment.  Yet  there  still  remains  an  investment  cost  from  which  a  temporarj  ptoda^ 
tivity  rate  might  be  computed.  When  the  saving  is  effected  entirely  through  ehaagss  in 
the  method  of  work,  a  question  of  wages  rather  than  interest  is  inTolred.  But  the  ral»* 
tion  between  the  wealth  income  and  the  labor  income  is  very  olose.  In  a  finAl  mm%  al 
income  is  really  both,  arising  from  the  interaction  of  man  and  nature.  The  «m  of  war 
ehineiy  is  simply  a  change  in  the  mode  of  laboring.  The  ascribing  of  income  to  MbJeeCivt 
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Modem  societies  are  highly  dynamic,  both  from  the 
standpoint  of  intensive  inventional  progress  and  exten- 
sive growth  by  foreign  trade  and  investment.  Hence 
the  influence  of  business  enterprise  on  the  interest  rate 
assumes  an  importance  second  only  to  that  of  time  pref- 
erence. Dynamic  conditions  arise  primarily  from  the 
growth  of  mentality,  accompanied  as  it  usually  is  with 
a  changing  social  attitude  and  habits  of  industry  and 
thrift.  Applied  science  is,  then,  the  cutting  edge  of  prog- 
ress. As  science  becomes  embodied  in  machinery,  it 
tends  to  raise  the  interest  rate;  but  a  completion  of  the 
impulse  of  growth  is  likely  to  be  marked  by  low  interest 
again,  imless  habits  of  thrift  have  decayed.  When  an 
area  thus  highly  developed  comes  into  trade  and  invest- 
ment relations  with  a  more  backward  but  potentially 
rich  community  it  experiences  a  reflex  of  further  growth, 
affecting  favorably  the  earnings  of  both  capital  and 
labor.  Hence  a  well  developed  area,  like  England  for 
example,  becomes  the  center  of  a  progressive  wave  of 
dynamic  growth,  marked  at  the  growing  frontier  by  high 
interest  rates,  and  in  the  older  center  by  low  interest 
rates.  National  systems  of  this  sort,  clashing  in  un- 
developed areas,  are  likely  to  give  rise  to  imperialisms.^ 

One  or  two  points  of  criticism  of  ciurent  ideas  about 
interest  remain  tobenoted  at  this  stage  of  the  discussion. 
The  first  of  these  is  the  common  tendency  to  confuse 
time  preference  with  a  more  fundamental  constructive 
and  sacrificing  attitude  toward  future  incomes.    The 

or  obJeetiTe  eauMt  ariaes  from  oompsriaoo,  ezprcaaiiic  the  relative  amounts  wfaieh  under 
siTen  oondHiona  differing  unite  of  labor  may  produce,  or  the  relative  amounta  of  pro- 
duction of  limilar  labor  with  different  agenta  of  production.  With  static  oonditiona  and 
diffusion  of  knowledge,  surplus  income  tends  to  inhere  prindpally  in  landed  piopertiea, 
through  the  leveling  effects  of  competition  and  the  pressure  of  peculation.  But  it  majr 
inhere  also  in  individual  knowledge  and  skill.  While  wealth  incomes  are  the  ones  usuaUj 
capitalised  and  sokU  labor  power  is  susceptible  of  hypothecation,  and  loana  are  soma* 
times  made  on  its  security  alone. 

1  The  writer  has  attempted  to  sketch  the  historic  workings  of  this  ecooomie  tend- 
enqrinareecDtnumberof  the  Nataooal  Soeial  Science  Series,  entitled  National  Svol«» 
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time  preference  with  which  interest  theory  is  oonoemed 
is  an  individual  choice,  which  appears  in  the  market 
principally  as  a  demand  for  equities  in  property.  The 
interest  rate  which  is  evolved  reveals  little  about  the 
real  attitude  toward  the  future.  Thrift,  in  the  negative 
sense  of  saving,  tends  toward  the  production  of  a  low 
rate,  while  the  constructive  ability  which  produces  use- 
ful inventions  tends  immediately  toward  a  high  rate. 
Yet  both  are  aspects  of  the  same  forward-looloDg 
attitude. 

It  hardly  needs  to  be  pointed  out  that  the  inadequacy 
of  the  interest  rate  as  a  measure  of  a  forward-looking 
attitude  lies  in  the  fact  that  a  negative  rate  is  impossible 
as  a  market  condition,  while  a  lower  valuation  of  the 
present  as  compared  with  the  future  is  quite  possible  as 
a  psychological  fact.  The  impossibility  of  a  general 
negative  rate  arises  primarily  from  the  fact  that  the 
capacity  for  saving  is  always  limited  to  a  somewhat 
narrow  margin  of  luxury  spending.  It  is  evident  that  the 
substance  of  present  spending —  all  that  could  be  prop- 
erly included  in  real  cost  of  living  and  in  upkeep  of 
properties  —  is  as  much  or  more  a  measure  of  future 
valuations  as  of  present,  and  so  could  not  be  affected  by 
a  lessened  time  preference.  Also,  as  to  the  value  of 
capital  properties,  while  it  is  true  that  the  cost  of  ma- 
chines and  other  equipment  of  indirect  goods  cannot 
rise  markedly  above  the  level  of  direct  goods  of  equiva- 
lent materials  and  elaboration,  yet  the  land  which  forms 
the  basis  of  all  productive  properties  may  be  bid  up  to 
any  level  that  intensive  saving  may  make  possible.  But 
capitalization  would  have  to  be  driven  up  to  infinity  be- 
fore even  a  zero  interest  rate  could  be  produced.  Hence, 
as  between  a  limited  saving  capacity  and  an  unlimited 
possibility  for  capitalization,  a  negative  interest  rate 
becomes  impossible.  Of  course  a  negative  rate  in  the 
sense  of  occasional  losses  may  sporadically  appear. 
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But,  on  the  other  hand,  a  psychological  attitude  of 
subordination  of  present  to  future  may  undoubtedly 
rule.  The  general  attitude  in  progressive  frontier  com- 
munities is  commonly  that  of  entire  absorption  in  the 
future,  for  which  every  sacrifice  will  be  endiued.  If  the 
interest  rate  were  in  a  fundamental  sense  a  measure  of 
the  preference  of  present  over  future,  then  a  negative 
interest  rate  would  prevail.  But  since  the  absorption  in 
the  future  expresses  itself  in  the  production  and  purchase 
of  all  available  equipment  for  the  growing  properties,  a 
high  preference  for  present  goods  appears  to  be  reflected 
in  the  market  interest  rate.  The  rate  in  such  a  case  is 
evidently  a  result  of  the  earnings  of  dynamic  invest- 
ment, as  ah-eady  discussed.  Later,  when  static  condi- 
tions rule  and  luxury  spending  has  perhaps  begun  to 
appear,  the  interest  rate  may  again  be  low.  If  the  so- 
ciety becomes  decadent,  interest  may  again  be  high,  as 
in  the  period  of  maximum  progress. 

A  question  may  also  be  raised  as  to  the  advisability 
of  designating  the  interest  rate  as  the ''  price  "  of  capital 
loans.  The  term  is  appropriate  in  the  case  of  bank  credit 
but  much  less  so  in  the  case  of  saving  and  investment. 
To  begin  with,  capital  in  the  concrete  is  a  relatively  per- 
manent investment,  however  much  it  may  assimie  the 
shape  of  loans  to  individual  investors  who  are  shift- 
ing their  capital.  It  therefore  seems  more  logical  with 
respect  to  the  bulk  of  investment  to  apply  the  term 
'*  price  "  to  the  reciprocal  of  the  interest  rate  —  the 
''  year's  purchase,''  as  it  is  expressed  in  England.  From 
this  point  of  view  investment  is  the  purchase  of  incomes, 
or  perpetual  annuities,  as  in  general  they  may  be  termed. 
The  interest  rate  is  the  reciprocal  of  the  figure  at  which 
such  a  unit  annuity  sells,  e.  g.,  a  five  per  cent  rate  means 
that  a  dollar  income  costs  twenty  dollars.  This  inver- 
sion of  the  term ''  price  "  in  connection  with  capital  may 
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seem  a  mere  technicality,  inasmuch  as  either  side  d  & 
trade  may  theoretically  be  considered  as  price,  and  in 
this  case  both  sides  are  expressed  in  terms  of  money. 
But  a  useful  application  may  appear  when  the  ordinaiy 
supply  curve  for  capital  loans  is  redrawn  as  a  demand 
curve  for  annuities.  It  will  then  be  seen  that  a  some- 
what inelastic  curve  may  indicate  a  falling  off  of  the 
voliune  of  capital  supplied  (rectangle  of  co5rdinate6) 
as  the  price  falls;  that  is,  as  the  rate  rises.  That  such 
might  be  the  case  has  often  been  suggested  from  a  con- 
sideration of  the  fact  that  high  interest  calls  for  less 
saving  in  the  attainment  of  a  given  income;  yet  on  the 
contrary  it  has  been  held  to  conflict  with  the  usual  law 
of  supply  and  demand.  To  be  sm^,  the  facts  cannot  be 
determined  a  priori;  perhaps  the  curve  of  annuity  de- 
mand is  very  elastic.  But  at  least  the  method  of  state- 
ment here  suggested  avoids  the  theoretical  assumption 
that  high  interest  must  necessarily  mean  correspond- 
ingly increasing  voliunes  of  immediate  capital  supply. 
And  we  may  now  reduce  our  statement  of  the  interest 
rate  to  the  formula  that  it  is  the  reciprocal  of  the  price 
of  annuities  —  a  price  which  fluctuates  with  the  supply, 
as  increased  by  business  enterprise,  and  the  demand,  as 
determined  by  the  practice  of  saving. 

Viewing  industrial  society  as  an  organization  for  pro- 
ducing goods  and  annuities  —  the  latter  being  relatively 
perpetual  and  inheritable  —  serves  to  set  forth  the  more 
fxmdamental  nature  of  interest.  The  major  portion  of 
the  interest  income  may  be  described  as  the  surplus  out- 
put from  more  productive  or  better  situated  agents  of 
production  —  principally  equipped  real  estate  —  above 
the  labor  and  material  costs  of  production.^  Normally, 

1  Ordinary  oommeroial  borrowing  may  aeem  to  be  outside  the  ranee  of  tbii  atatt* 
ment.  Yet  it  may  be  considered  aa  a  temporary  investment  in  the  ezoha&ge  phaat  of 
production,  or  as  a  renting  of  gold  and  its  credit  representatives.  Borrowing  againft 
labor  incomes  is  still  less  tangible.  But  in  every  case  a  present  claim  upon  ineoaM  is  ar 
changed  for  a  future  claim,  the  basis  of  which  is  a  durativeagent  or  agentaof  prodasCka. 
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the  amount  of  capital  improvement  is  such  as  to  equal- 
ize the  interest  rate  at  the  margin  of  investment  —  the 
earnings  of  contemplated  further  improvements  as  al- 
ready discussed  —  and  to  give  a  similarly  uniform  wage 
within  each  grade  of  labor.  Interest  is,  then,  typically  a 
generalissed  expression  for  rent,  and  is  inherent  in  the 
productive  process  and  in  the  physical  variations  of 
land.  The  communist  advocacy  of  its  aboUtion  is  there- 
fore somewhat  chimerical. 

There  remains,  however,  some  point  to  the  theoret- 
ical criticism  upon  the  private  absorption  of  the  inter- 
est income,  particularly  when  the  recurrence  of  more 
static  conditions  has  brought  low  wages  and  leisure 
classes.  Socially  it  is  difficult  to  rationalize  the  fact  that, 
even  in  so  dynamic  a  country  as  our  own,  to  judge  from 
King's  estimates,  there  must  have  been  paid  out  as  in- 
terest in  1910  (including  profits  going  to  capital  as  such) 
some  ten  or  twelve  billions  of  dollars,  while  scarcely 
more  than  three  billions  were  being  added  annually  to 
capital  values.  Apparently  if  society  could  so  organize 
itself  as  to  avoid  the  practice  of  paying  people  to  save, 
it  would  be  better  off.  Earlier  stages  of  growth  might  be 
slower,  but  at  least  the  future  would  not  be  mortgaged 
to  a  hereditary  class.  But  such  reasoning  is  futile.  It 
overlooks  the  fact  that  society  is  not  based  on  collective 
inteUigence,  but  on  instinct.  The  instinctive  passion  for 
the  supremacy  and  freedom  that  wealth  accumulation 
brings  to  oneself  and  heirs  is  ordinarily  a  dominant 
motive  of  mankind.  Hence  we  may  expect  that  for  a 
considerable  time  to  come,  there  will  continue  the  his- 
toric rhythm  of  d3mamic  and  static  periods,  with  their 
alternating  democratic  and  aristocratic  swings,  and  the 
accompanying  group  competition  and  international 
friction. 
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II 

We  have  attempted  to  show  that  the  rate  at  whidi 
mterest  incomes  are  capitalised  is  a  resultant  ci  the 
interaction  of  the  demand  for  established  incomes,  and 
the  rapidity  with  which  invention  makes  possible  the 
improvement  of  income-yielding  agents.  But  in  the  de- 
termination of  the  actual  market  rates  the  mechaii- 
ism  of  finance  is  of  great  importance.  A  rate  of  thiee 
per  cent  a  day,  for  example,  which  has  at  times  of  crisis 
appeared  in  financial  centers,  is  evidently  not  a  product 
of  normal  time  preference  nor  of  inventional  prc^ieB. 
It  is  a  measure  of  some  sort  of  stringency  arising  out  of  a 
jamming  of  the  financial  machinery.  We  must  tun, 
then,  to  a  brief  consideration  of  the  problem  of  bank 
discoimt  and  price  levels. 

The  function  of  gold  as  a  medium  of  exchange  will 
require  only  a  passing  mention.  It  is  a  truism  that  price 
levels  on  a  strict  gold  basis  are  an  inverse  expression  of 
the  value  of  the  basic  metal,  which  has  a  conmiodity  use 
as  well  as  a  monetary  use.  High  price  levels  express  a 
cheapening  of  gold,  stimulating  its  use  in  the  arts,  and 
checking  its  production,  unless  more  efficient  mining 
processes  have  been  adopted.  Low  price  levels,  on  the 
other  hand,  make  a  bid  for  gold  by  offering  more  goods 
for  its  production.  Allowing  for  certain  shifting  factors, 
such  as  changes  in  the  volume  of  business  and  in  the 
customs  or  laws  determining  private  and  banking  stocks 
of  money,  it  may  be  said  that  a  normal  price  level  is  mie 
which  draws  in  and  holds  the  amount  of  gold  that  can 
be  maintained  in  equilibrium  as  the  basis  of  exchange* 
About  such  a  norm  the  price  level  of  a  gold  economy  will 
fluctuate.  A  siuplus  of  money  bids  up  prices,  and  ab- 
normal prices  react  to  drive  out  gold.  A  consequent  re- 
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versal  to  low  prices  draws  in  gold,  which  in  turn  restores 
prices.  This  statement  holds  even  after  allowance  is 
made  for  the  complicating  effects  of  credit  currency. 
The  marginal  cost  of  producing  gold  will  therefore  tend 
to  equate  with  its  value,  both  in  the  arts  and  in  circu- 
lation. 

But  a  purely  gold  circulation  is  hypothetical.  For 
reasons  of  convenience  and  economy  there  always  exists 
a  demand  for  credit  representatives  of  the  standard  imit. 
Into  the  circulation  of  the  basic  currency  is  injected  a 
flood  of  credit,  of  which  the  bank  check  is  the  most 
flexible  and  ubiquitous  type.  Government  paper  has  a 
more  authoritative  acceptability,  but  is  of  somewhat  the 
same  nature,  except  that  it  may  be  pushed  beyond  the 
limits  of  convertibility,  and  that,  as  reserves,  it  con- 
stitutes with  gold  the  required  foundation  for  bank 
credits.* 

It  appears  both  theoretically  and  experimentally  that 
the  injection  of  credit  instruments  into  a  commerce 
based  on  gold  will  have  the  same  effect  as  the  sudden 
appearance  in  the  circulation  of  so  much  more  of  the 
metal.  Prices  will  be  driven  up,  and  gold  will  eventually 
be  pushed  out  into  the  arts,  and  its  production  checked. 
A  part  of  this  outflow  will,  however,  be  absorbed  by  the 
increased  stocks  of  the  cheapened  money,  and  by  the 
demands  of  a  heightened  volimie  of  business.  Also,  if 
the  inflation  is  limited  to  a  given  area,  an  imf  avorable 
balance  of  trade  will  quickly  bring  about  an  export  of 
the  gold  reserves.  But,  in  spite  of  such  limiting  factors, 
it  is  conceivable  that  credit  inflation  may  proceed  to 
such  a  degree  as  to  drive  practically  all  the  gold  into  the 

1  No  definite  percentage  of  b*nk  eredit  to  money  appears  to  be  neoeHaiy  or  inevi- 
table. The  ratio  is  established  by  custom  or  legislation  at  such  a  point  as  is  felt  to  be  safe 
in  Tiew  of  possible  fluctuations  in  demand  for  reeerres.  But  changes  in  such  oustoms  or 
laws  hare  important  effects,  and  sometimes  permanent  effects,  the  immediate  conse 
quenee  being  that  th^  either  throw  a  surplus  of  gold  upon  the  market  or  draw  a  quan- 
tity *way,  and  so  produce  a  temporary  inflation  or  deflation  until  a  new  equiUbiiam  ii 
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arts.  Indeed,  when  backed  by  the  authority  of  gpve 
menty  credit  issues  may  be  forced  beyond  the  metal  bi 
altogether.  Yet,  if  issued  with  caution  by  a  req>OD8i 
government,  they  would  apparently  fnaint>ain  a  va 
determined  by  their  monetary  use.  Together  with  i 
bank  credits  legally  based  upon  them  they  would  me 
ure  the  volume  of  business.  In  terms  of  this  volume  a 
of  the  velocity  of  circulation,  each  unit  of  the  currei 
would  automatically  come  to  define  itself.^ 

We  are,  however,  more  concerned  here  with  ba 
inflation,  which  will  have  certain  sharp  limits  not  i 
by  a  government.  A  bank  cannot  easily  repudiate  a 
vertibility.  It  cannot,  therefore,  push  the  issue  of  < 
posit  currency  to  a  point  that  will  wipe  out  its  coin  a 
legal  tender  reserves.  The  degree  of  inflation  will 
controlled  principally  by  a  raising  or  lowering  dt  t 
discount  rate.  What,  then,  are  the  factors  determini 
the  point  at  which  the  discount  rate  will  come  to  i 
equilibrium  ? 

^  It  can  be  shown  theoretically  that  the  point  of  equili 

^  rium  about  which  the  discount  rate  will  fluctuate,  ^ 

Z  be  the  market  interest  rate  as  determined  by  forces 

0  capital  supply  and  demand  already  discussed.    For 

*  banks  underbid  the  current  rate  they  are  eagerly  drai 

upon  for  deposit  currency,  because  of  the  addition 

profit  that  may  be  made  in  the  expansion  of  business  ai 

in  the  speculative  piu*chase  of  properties.  A  continue 

low  rate  —  low  with  reference  to  the  standard  inhere 

in  actual  business  conditions  —  would  therefore  cause 

continued  rise  in  prices  and  an  eventual  loss  of  reserve 

Since  deposit  currency  is  in  effect  conmiercial  paper  wil 

a  bank  endorsement,  it  may  be  seen  that  such  inflatic 

would  constitute  a  virtual  debasement  of  the  curreno; 

1  Cf.  R.  G.  H»wtrey,  Cvuntney  and  Credit,  ohap.  iii;  «Im>  Edwin  ^^■*'^".  ICom 
And  J.  &  NiohalMO,  Inflation 
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since  a  low  interest  note,  however  well  secured^  is  not 
really  worth  its  face  value.  The  banks  cannot,  therefore, 
Tnaint>ain  a  low  rate,  but  will  be  forced  to  protect  their 
paper  and  reserves  by  changing  to  a  high  rate,  which  in 
turn  will  cause  deflation.  Deposit  currency  will  be  cut 
down,  with  a  corresponding  lowering  of  prices  and  draw- 
ing in  of  gold.  This  process  will,  however,  reverse  itself 
when  a  reserve  has  again  accumulated,  since  the  banks 
cannot  afford  to  let  surplus  reserves  lie  idle.  Nor  can 
they  long  restrict  the  currency  by  a  high  rate  without 
attracting  competitors  into  the  field.  Because  of  the 
resulting  fluctuation  of  discount  about  interest,  the 
former  shows  several  times  the  range  of  variation  that 
is  shown  by  bond  yields. 

A  compUcation  in  connection  with  the  demand  for 
deposit  currency  arises  from  the  fact  that  there  are 
really  two  price  levels,  a  primary  one  of  commodities^ 
and  a  secondary  one  of  properties.  So  far  as  the  effect 
upon  gold  is  concerned,  it  is  apparently  the  commodity 
level  that  is  the  most  important,  but  the  property  level 
has  also  some  bearing  in  that  its  rise  makes  an  added 
demand  upon  the  medium  of  exchange.  These  two 
levels  are  related  by  the  interest  rate,  since  properties 
are  capitalized  in  terms  of  their  anticipated  income 
divided  by  this  rate.^  When  therefore  a  general  lowering 
of  interest  takes  place,  property  values  soon  show  a 
marked  increase  in  volume.  As  this  usually  occurs  after 
a  period  of  conservative  saving,  when  business  enterprise 
is  reawakening,  considerable  bank  inflation  is  then  evi- 
dently justified;  but  it  is  easily  overdone,  because  the 
fundamental  conditions  shift.  The  recurrence  of  high 
interest  deflates  property  values,  decreasing  the  de- 
mands upon  currency,  and  rendering  insecure  some  of 


1  In  *  minor  dflsrae  the  riwnging  intorait  rate  may  affeet  tlie  value  of  any  rda- 
tively  duimtive  eommodHy,  linee  future  uaei  an  tbeoretieaUy  dieeountcd  Im  prenni 
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the  mortgages  placed  at  the  earlier  period.  The  result  is 
an  unavoidable  intensification  of  the  inflation  swing. 

Bank  discount  stands  at  the  focal  point  of  commeioe 
where  the  more  fundamental  price  and  interest  levds 
meet  and  interact.  Its  strategic  position  has  been  most 
conspicuously  illustrated  in  the  functioning  of  the  Bank 
of  England  in  pre-war  times.  The  management  of  this 
bank  enjoyed  an  exceptionally  high  prestige  because  d 
its  exact  knowledge  of  business  conditions  and  its  dose 
relations  with  other  banks.  When  it  raised  its  rates, 
therefore,  other  banks  followed  suit,  business  contracted, 
exchange  was  modified,  and  gold  flowed  in.  Because  of 
London's  dominating  position  in  world  trade,  the  effect 
was  felt  everywhere.  When  reserves  had  accumulated 
satisfactorily,  the  rate  would  be  lowered,  and  gold  would 
go  out.  With  such  movements  of  bank  discount,  busi- 
ness cycles  are  closely  related. 

When  viewed  from  the  standpoint  of  its  effects  upcm 
business  activity  and  price  levels,  the  power  to  set  the 
central  discount  rate  appears  like  the  act  of  an  absolute 
monarch.  Yet  the  appearance  is  deceptive,  for  the 
power  necessarily  has  very  narrow  limitations.  The  dis- 
coimt  rate  must  reflect  f imdamental  conditions,  or  it 
will  defeat  itself.  The  belief  somewhat  prevalent  today 
that  price  levels  may  be  controlled  by  the  rediscount 
rate  of  the  Federal  Reserve  system  has  only  a  partial 
foimdation  in  fact.  Assuming  that  the  central  rate 
could  control  the  local  rates,  one  might  expect  that  an 
alert  and  delicate  control  would  lessen  the  fluctuations 
of  prices,  but  it  could  not  reach  the  causes  determining 
the  trend. 

The  financial  situation  now  obtaining  in  Europe  and 
America  may  be  referred  to  briefly  by  way  of  illustra- 
tion, tho  the  details  lie  outside  of  the  scope  of  this  paper, 
which  has  essayed  merely  a  statement  of  certain  prin- 
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dples.  It  is,  of  course,  a  patent  fact  that  in  varying 
degrees  Europe  is  suffering  from  esrtreme  inflation.  Even 
conservative  England  has  found  it  necessary  to  enforce 
rigid  laws  against  the  export  or  conversion  into  bullion 
of  gold  coin,  which  has  gone  to  a  considerable  premium, 
as  is  partially  revealed  by  the  state  of  the  exchanges. 
The  situation  to  begin  with  was  the  outgrowth  of  the 
sudden  demand  for  goods  needed  to  support  the  war. 
Commodity  gold  was  naturally  cheapened,  leading  to  a 
falling  off  of  demand  for  it,  and  in  fact  to  the  melting  of 
a  certain  amount  of  plate  for  banking  purposes.  The 
tendency  toward  inflation  was  intensified  by  the  with- 
drawal of  gold  from  circulation  into  reserves,  by  low 
discount  rates,  and  by  government  issues  of  virtually 
inconvertible  paper.  Much  of  the  cheapened  bullion 
moved  to  neutral  countries,  carrying  with  it  a  wave  of 
high  prices.^  The  large  amounts  coming  to  the  United 
States  in  payment  for  war  supplies  became  the  basis  of 
a  credit  inflation,  which  was  augmented  by  the  laxer 
provisions  of  the  Federal  Reserve  system  as  regards 
reserves.  Yet  we  have  remained  upon  a  metal  basis  in 
spite  of  the  soaring  prices,  which  apparently  were  in- 
evitable as  a  consequence  of  the  war-cheapened  gold, 
the  scarcity  of  certain  goods,  and  the  change  in  the 
banking  basis.' 

That  a  natural  reaction  to  lower  prices  will  set  in  is 
indicated  by  the  lessening  of  gold  production,  by  the 
increased  use  in  the  arts,  by  recent  exports  to  the  Orient 
and  elsewhere,  and  by  the  consequent  lessening  of  re- 
serves.* The  rediscount  rate  has  therefore  recently  been 

>  There  wBe,  however, »  brief  period  »t  the  opening  of  the  war  when  gold  flowed  into 
Rngland  beeauee  of  the  eudden  oeasation  of  the  discounting  of  foreign  bills  of  ezehange, 
mod  the  ftheclring  of  other  inveetmenta  alfeoting  the  ezehange  rates. 

s  A  very  pointed  statement  of  the  inflation  proeess  and  its  consequences  in  the 
Ualtad  SUtes  is  that  appearing  in  the  publioations  of  the  Bankers'  SUtistioal  Coipo- 
itttkMi,  January  •od  February,  1920,  by  Professor  E.  W.  Kemmerer. 
,  February  10, 1920,  p.  248. 
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:  win  produoe  a  U^  ate  off  i 
raSsooant  nte  wiE  ecmtral  the  giimial  credit  nte  n- 
muDS  for  the  experts^  or  esperienee,  to  detennine.'  As 
OQoditkxis  grftdhaftDr  booQoie  more  non^^ 
may  be  expected  tfattt  eommodity  gold  wfll  monre  flomfr- 
vlkit  toward  its  old  lerd,  or  ndier  towaid  the  level 
indicated  by  the  xising  trend  that  begim  about  188IL 
Tlie  greatest  ofastade  fies  ia  the  etzamed  and  inqiaf- 
enshed  eoDdhaoDS  of  Europe  —  eoodilaQoatliatiiiaybe 
oateriaDT  rdiered  by  fmiher  extfiMionB  of  Ameiictti 
csedxt. 

Smce  bank  infkatkm  is  eo  iatimitely  eooneeted  widi 
fiucUiatkois  in  piioe  lerds,  it  most  evidently  be  takm 
into  account  in  any  eompveliensive  plan  for  the  stabilii- 
ing  of  the  measure  of  Tahie.  DoobtiesB  busmees  q^des 
are  initiated  by  natural  and  psydndopcal  eonditioiiB 
affecting  the  commodity  Tahie  of  gold,  soeh  as  changv 
in  the  rdative  cost  of  production  of  goods  and  gold,  and 
the  abstemious  or  extravagant  moods  off  the  poblie. 
But  there  is  no  doubt  also  that  they  may  be  greatly 
modified,  dthex  favorably  or  unfavoiaUy,  by  ^^MiViiig 
methods.  In  regard  to  the  widdy  disniased  plan  for  a 
compensated  dollar,  it  may  be  obsored  that  it  is  aimed 
at  f oroes  affecting  the  trmd  of  prices  rather  than  the 
fluctuationss  tho  its  ^eet  upon  bank  inflation  would 
probabl}*  be  favorable  in  hast»iing  the  reaction.  Other 
jdans  for  controlling  the  trend  of  gold  are  jxiasible;  for 
example,  a  government  monopoly  of  gold  production, 
which  could  be  made  effective  if  England  and  America 
should  cooperate. 

>  TlieBMkcnlUsMur(JwMZT.mQ.|ip.8f.)MHM»tlat 
ArniMliTTi      ir-*    HawtrcT  a^  t«km  tbe  MB*  poatioA.  OA  ibi 
pmi^ni    BstitmajprvT»tbatftdditioBftl«b0eksatkc«i|roC 
tan  mD  be  f  eowl  mmmttial  to  aa  adeqaMt  eoBtrol  of  iaAslM 
hy  lodionoontigg  maj  be  mohipiifd  io  the  f oim  of  Ioom.  a 
■H  MMMritriSMivm. 
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But  whether  or  not  any  practicable  plan  can  be  intro- 
duced for  controlling  the  basic  unit,  there  is  no  question 
of  the  immediate  advantage  of  a  centrally  controlled 
and  closely  articulated  banking  system.  With  such  a 
system  thoroly  worked  out,  it  might  be  possible  event- 
ually to  control  price  levels  without  reference  to  any 
basic  metal,  through  the  regulation  of  a  primary  credit 
currency  and  the  discount  rate  in  conformity  with  a 
price  index  and  current  interest  demands.  At  least,  such 
a  possibility  may  be  deduced  from  the  quantity  theory. 
But  the  problem  for  the  present  is  the  gradual  improve- 
ment of  the  Federal  Reserve  system,  and  the  education 
of  the  public  to  a  clearer  comprehension  of  the  functions 
and  limitations  of  banking. 

The  effect  of  the  mechanism  of  finance  upon  interest 
rates  may  be  summarized  as  follows.  Discount  normally 
coincides  with  interest,  but  it  fluctuates  more  widely 
than  does  interest,  and  attracts  the  latter  somewhat 
from  its  course.  When  discount  is  lower  than  interest, 
deposit  currency  increases,  prices  tend  to  rise,  and  gold 
reserves  to  be  reduced.  When  discount  is  higher,  the 
opposite  tendency  obtains.  The  degree  of  consequent 
fluctuation  of  discoimt  and  prices  depends  upon  the 
centralissed  efficiency  of  banking  control.  It  is,  however, 
only  to  the  extent  of  these  fluctuations  —  allowing  for 
certain  minor  shifts  occasioned  by  law  and  custom 
affecting  reserves  —  that  discoimt  may  be  said  to  con- 
trol prices.  Fimdamentally,  interest  depends  upon  time 
preference  as  modified  by  productive  progress,  and  price 
levels  depend  on  the  relative  valuation  placed  upon  the 
standard  metal  as  against  goods. 

George  R.  Davibs. 
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THE  GERMAN  CAPITAL  LEVY  TAX 

SUMMARY 

The  author's  proposal  of  1917, 462. — The  law  of  1019,  468.  —Other 
tax  law,  469. — Administration  impcwtanoe,  469.  —  Wliy  no  sevan 
9acrifice  was  made,  470. 

The  editors  of  this  journal  have  requested  me  to  fol- 
low the  legislative  developments  in  connection  with  the 
extraordinary  property  tax  just  levied  in  Germany.  I 
assume  that  the  reason  for  choosing  me  for  this  oosh 
mission  is  the  fact  that  I  was  the  first  to  advocate  a  laige 
contribution  from  property  owners  for  public  purposeB, 
and  to  work  out  a  detailed  plan  for  putting  this  into 
effect.  I  can  perhaps  best  execute  my  commission  by 
comparing  the  provisions  of  the  completed  law  with  my 
own  proposals.  The  financial  experts  of  all  countriee 
will  be  interested  in  the  solution  of  the  problem  which 
has  been  worked  out  in  any  one. 

My  book  was  written  in  1916  and  appeared  in  April, 
1917.  Without  regard  to  the  outcome  of  the  war,  it 
urged  the  citizens  to  feel  a  spirit  of  solidarity  with  the 
Empire,  to  regard  its  debts  as  their  debts  and  its  obliga- 
tions as  obligations  on  their  own  property.  The  condi- 
tion (even  then!)  of  the  national  finances,  with  respect 
to  f  utiu'e  needs,  rendered  it  unnecessary  to  advance  any 
special  reason  for  asking  the  citizens  to  turn  over  a  part 
of  their  property  to  the  Empire.  There  was  need  rather 
of  a  reason  why  any  of  our  property  should  be  left  us, 
when  others  had  lost  all  their  property,  their  sons,  their 
fathers,  and  their  own  lives.    To  keep  the  discussioD 
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from  becoming  involved  in  a  controversy  as  to  whether 
sach  a  large  levy  was  really  a  tax  or  a  confiscation  of 
property,  I  proposed  a  new  name  for  the  new  thing.  It 
should  be  called  not  a  tax,  but  a  ''  sacrifice/'  ^ 

On  the  last  day  of  last  year  (December  31, 1919)  was 
passed  the  National  Emergency  Sacrifice  law  (Gesets 
liber  das  Reichsnotopfer).  The  name  which  I  proposed 
is  adopted,  and  has  been  incorporated  in  the  impressive 
words  of  the  first  paragraph : ''  Ownership  (Besitz)  makes 
a  sacrifice  to  the  extreme  need  of  the  nation  by  a  large 
contribution  from  property,  in  proportions  determined 
by  the  provisions  of  this  law/' 

But  the  agreement  on  the  name  and  the  recognition 
of  principle  do  not  indicate  an  identity  in  substance. 
They  would  not  indicate  so  much  even  if  the  content 
of  my  proposal  and  of  the  law  were  the  same.  For 
there  would  still  remain  the  difference  of  the  times. 
What  was  possible  in  1916-17  has  already  in  part  be- 
come impossible  in  1919-20.  And  so  far  as  it  would 
still  be  physically  possible,  it  has  again  been  demon- 
strated that  enthusiasm  is  no  herring  catch  which  one 
can  pickle  for  years  at  a  time. 

But  with  respect  to  its  substance  also  I  do  not  recog- 
nize in  the  Reichsnotopfer  the  universal  sacrifice  which 
I  had  suggested.  I  had  stressed  imiversality  not  only 
on  account  of  the  financial  effect  but  also  because  it 

1  J.  JMtrow,  Out  and  Blut  fOis  Vateriand  (Yermflgenaopfer  —  8tmierfng«n  — 
Erh&hung  der  Volkawirtaohaft).  Berlin.  1917,  Georg  Reimer.  Hereafter  referred  to  aa 
Gut  and  Blut.  Aa  the  title  indieatee,  the  book  treata  contemporary  qoeationa  of  taxa- 
tion and  eeonomioa  at  large,  and  seeka  to  do  them  all  juatioe  from  the  point  of  Tiew  of 
praetieability.  Bat  the  property  contribution  (VermOgenaopfer)  ia  placed  at  the  front 
and  itiiiimid  aa  the  foundation  for  ereiy  flnandal  innovation,  pp.  3-02  and  the  faibUoB- 
n^phy.  pp.  2<S7-285.  Aa  a  supplement  to  thia  eee  the  pamphlet,  Deutaohlanda  VoOorrer- 
mflgen  im  Kriege.  Ein  Beitrag  sur  Frage:  Vermflgenaopfer  und  Kriegaentaohidigang. 
Barlin,  1910.  Julioa  Springer,  aeoond  enlarged  edition  (alao  in  Bngliah  and  Wnath 
•ditiona).  The  moat  complete  lurvey  of  the  reaaona  for  and  againat  a  aingle  capital  le^y 
ia  found  in  the  ooUeotion.  Die  Neuordnung  der  Deutaehen  FLnanawirtacfaaftt  pubUahad 
in  the  Proceeding!  of  the  Verein  f  Or  Soiialpolitik  under  the  editorahip  of  H.  Herimar 
(ToL  IM  of  the  Sehriften).    Leipaic,  Dunoker  and  Humblot,  1018. 
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seemed  to  me  morally  significant  that  a  whole  pecqde 
from  its  highest  to  its  lowest  strata  should  gather  fora 
sacrifice.  And  besides  there  was  a  statistical  motive, 
that  of  discovering  just  what  we  possessed  in  the  way 
of  wealth,  of  obtaining  the  '^  property  cataster"  desired 
by  all  economists.  I  had  attached  so  much  importanee 
to  this  cataster  that  even  if  it  had  been  neoessaiy  to 
make  concessions  in  the  matter  of  collecting  tax,  I  nevo^ 
theless  was  imwilling  to  ffve  up  its  full  assessment 
(Thus,  for  example,  if  it  were  granted  that  the  nation 
should  not  go  through  the  pretense  of  taxing  itsdf, 
nevertheless  the  state  should  be  assessed,  in  order  to 
have  its  property  listed  in  the  cataster,  the  tax  being 
left  imcollected.)  ^ 

The  principle  of  imiversality  was  abandoned  by  ai>- 
ceptance  of  the  familiar  reasons  urged  against  the  taxa- 
tion of  tangible  personal  property  (only  gold,  silver, 
jewels,  works  of  art,  and  similar  collections  are  taxed, 
in  order  to  prevent  evasion  of  the  law  by  such  "  invest- 
ments ").  Since  household  furnishings  constitute  the 
only  property  of  most  men,  the  great  majority  are  freed 
from  the  sacrifice  that  was  to  be  imiversal.  In  additicm 
there  is  in  paragraph  5  a  long  list  of  property  owners 
who  are  granted  exemption: 

1.  The  several  states; 

2.  Municipalities  and  municipal  associations  of  aU  kinds; 

3.  Churches  and  ecclesiastical  and  religious  societies; 

4.  Universities,  colleges,  and  similar  institutions  and  sooielaeB; 
further,  such  institutions  as  are  regularly  supported,  in  whcde  or  in 
part,  by  the  nation  or  a  state  or  other  public  body  when  their  own 
means  do  not  suffice,  as  well  as  foundations  whose  activitieB  are 
taken  over,  in  whole  or  in  part,  by  the  nation  or  a  state  or  other  pub- 
lic body  when  their  own  means  are  inadequate; 

5.  The  national  bank,  the  national  loan  offices,  and  the  state 
banks; 

6.  Public  savings  banks  or  those  serving  the  public  at  laige,  so 
far  as  they  confine  themselves  to  the  care  of  their  own  savingB  bofli- 

1  Out  and  Blut,  pp.  15,  68-70, 270  (bottom)  and  pMiiiii. 
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as  wdl  as  credit  institutiozis  founded  and  conducted  for  the 
[lunity's  service  by  public  bodies; 

7.  Chambers  kA  commerce,  trade  associations,  workmen's  asso- 
ciations, farmers'  associations,  and  similar  public  professional  or^ 
jsanisations  as  well  as  economic  associations  without  legal  standing 
as  public  bodies  whose  purpose  is  not  the  conduct  of  business; 

8.  Institutions  of  the  national  accident,  infirmity,  and  sickness 
insurance,  and  for  insurance  of  employees; 

9.  Other  institutions  for  annuities,  widows,  orphans,  death, 
sickness,  and  the  like; 

10.  Foundations,  institutions,  or  societies,  which  devote  them- 
aelves  to  charitable  or  socially  beneficial  activities  without  limitation 
to  a  restricted  circle  of  beneficiaries; 

11.  Political  parties  and  clubs. 

The  exemption  of  small  properties  up  to  5000  marks 
is  economicidly  unjustifiable,  as  I  believe  to  have  dem- 
onstrated in  detail.^  The  size  of  one's  property  gives  in 
itself  no  standard  of  ability  to  pay.  Most  of  all,  the 
long  list  of  public  and  quasi-public  bodies  that  are  ex- 
empted is  evidence  of  lack  of  clear  thinking.  The  almost 
superstitious  regard  for  ''  charitable "  foundations 
should  have  been  shaken  by  the  almost  ludicrous  ex- 
amples of  outlived  foimdations  —  but  in  vain.  Some 
blood  letting  would  have  here  been  helpful.  The  various 
allowances  to  individuals  are  to  be  judged  somewhat 
differently.  In  case  the  taxpayer  is  ''  economically  en- 
dangered/' payment  may  be  postponed  without  interest 
till  his  death.  Under  certain  conditions  persons  of  ad- 
vanced age  are  allowed  a  deduction  of  from  one-fifth  to 
one-third.  These  are  alleviations  of  a  kind  admissible 
in  so  novel  a  measure.  But  the  law  has  gone  much  far- 
ther. Herein  appears  the  futility  of  a  parliament  which 
always  tries  to  make  a  vigorous  principle  of  taxation 
palatable  to  the  electorate  by  concessions  big  and  small, 
even  if  the  character  of  the  law  is  lost  thereby.  Not 
only  are  the  first  5000  marks  of  all  properties  exempt, 

1  Out  imd  Blut,  pi>.  14-18. 
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but  a  married  man  can  deduct  another  5000  marks  for 
his  wife,  and,  if  they  have  more  than  one  child,  anoUier 
5000  marks  for  the  second  child,  and  so  on  for  each  ad- 
ditional child.  In  the  process  of  assessment,  further 
privileges  are  accorded.  The  law  distinguishes  three 
kinds  of  property:  landed  property,  business  property, 
capital  property.^  The  first  two  receive  the  privilege  of 
being  taxed  on  only  80  per  cent  of  the  assessed  value. 
If  they  are  agricultural  properties,  they  have  two  further 
privileges :  not  the  ordinary  value  (selling  value)  but  the 
year's  purchase  based  on  the  income  is  taken,  and  for 
this  twenty  years'  purchase  is  taken,  instead  of  twenty- 
five  as  formerly.  Allowing  for  the  20  per  cent  exempticm 
from  the  assessed  value,  we  see  that  agricultural  prop- 
erty is  taxed  on  i  of  |,  or  |f  of  its  value.  And  since  val- 
uation based  on  the  year's  purchase  is  often  considerably 
below  the  real  figures,  the  result  of  the  combination  of 
privileges  is  that  many  an  agricultiu^  property  is  taxed 
at  only  a  half  of  its  value. 

And  now  finally  the  principal  point:  what  percentage 
of  the  property  is  to  be  contributed  ?  When  I  wrote  my 
book,  I  thought  that  everyone  should  sacrifice  about 
one-fo\u1;h  of  his  property;  others  asked  a  third.  With 
equality  of  contribution  on  this  f  imdamental  basis  cer- 
tain modifications  were  not  inconsistent.  The  law, 
however,  has  left  nothing  of  the  idea  that  everyone 
should  sacrifice  a  specified  part  of  his  property  on  the 
altar  of  the  Fatherland,  but  made  an  ordinary  progres- 
sive tax  of  it.  The  lowest  parts  of  every  property  are  to 
pay  10  per  cent,  the  next  parts  12,  15,  20,  finally  the 
highest  65  per  cent.  For  example,  the  owner  of  property 


I  The  readers  of  this  journal  mtist  not  be  surpriaed  if  they  find  it  diffieuH  to  i 
stand  the  ezaot  delimitations  of  these  three  expressions.  The  first  two  are  iaaovatioBS 
of  the  legislator;  the  third  expression  is  old,  to  be  sure,  but  the  meaainc  inreo  to  it  is 
narrowed.  The  words  used  in  the  law  are  Orundyenndgen,  BetriebsvennficoB,  Kspitsl- 
TsnnAgen;  those  of  the  author  are  Orundbeaits,  Betiiebs  Kapital,  SonatJass  KajiHal  — 
Bd. 
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worth  400,000  marks  is  to  pay  as  follows  (ignoring  tri- 
fling deductions  such  as  the  first  5000  marks) : 

Onthefint    60,000  marks,  10% 5,000  marks 

•  •   next   60,000      •      12% 6,000      • 

•  •      •    100,000      •      16% 16,000      « 

«     •      «    200,000      •      20% 40,000      « 

Total 66,000marks 

On  this  scale,  therefore,  the  tax  amounts  to  only  16.5 
per  cent.  Only  on  properties  of  a  million  marks  does  it 
reach  one  fourth.  And  even  this  sacrifice  is  not  ^^  laid  on 
the  altar  of  the  Fatherland,"  but  is  to  be  met  in  small 
annual  installments.  It  was  granted  on  all  sides,  to 
be  sure,  that  the  taxpayer  must  be  allowed  a  certain 
liberty  in  spreading  his  payments  over  several  years. 
But  if  a  period  of  not  exceeding  ten  years  was  thought 
of  for  this,  a  great  incentive  to  immediate  payment 
might  have  been  supplied  by  high  premiums.  Now, 
to  put  it  briefly,  the  payments  are  spread  once  for 
all  over  thirty  years,  and  in  the  case  of  agricultural 
property  over  fifty  years.  The  inducements  to  early 
payment  are  insignificant  in  comparison  with  the  possi- 
bilities which  offer  themselves  to  the  taxpayer  for 
so  long  a  time.  The  opponents  of  the  tax  are  right: 
why  should  children  and  grandchildren  pay  taxes  till 
1950  or  1970  on  a  property  as  it  was  on  December  31, 
1919  (the  day  of  the  assessment)  ?  If  such  a  long 
drawn-out  arrangement  is  desired  (a  permanent  one, 
humanly  speaking),  it  is  obviously  more  rational  not 
to  base  it  on  property  that  once  existed,  but  on  one 
that  is  to  be.  To  put  the  case  differently,  we  should  not 
give  the  name ''  property  sacrifice  "  to  what  has  become 
an  ordinary  property  tax,  and  is  more  accurately  to  be 
construed  as  such.^  In  view  of  all  this  it  was  consistent 

>  Cf .  the  oompnhAiiaiTe  Motion  on  Applioations  to  partieular  Idndi  ol  pituwrt^y  ia 
Gut  and  Blut,  pp.  IS-SO,  and  the  etotietioe.  pp.  272-285.  In  the  volume  ol  the  Yanin 
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to  drop  entirely  the  problem  of  getting  rid  of  the  nMr 
tional  debt.  The  application  of  the  receipts  from  tbe 
tax  is  left  for  later  determination  in  the  national  budget 

The  debates  on  the  law  have  offered  nothing  that  al- 
ters my  views.  The  objection  that  "  theory  "  oonemis 
itself  only  with  principles  and  not  with  practical  consid- 
erations is  nothing  but  the  repetition  of  empty  phrases. 
In  the  whole  history  of  finance  a  new  plan  never  has 
been  offered  to  the  financial  authorities  worked  out  in 
such  detail  as  that  of  the  ^'  property  sacrifice."  To  de- 
mand that  theory  should  work  out  every  detail  would 
be  reasonable  only  on  the  assumption  that  the  practical 
experts  had  no  capacity  for  thought  whatever. 

It  will  not  sujffice,  however,  in  the  present  situation,  if 
I  simply  say  that  I  stand  by  my  proposals.  Today  tiiese 
are  no  longer  sufficient.  The  proposals  of  Kucsynski, 
which  appeared  two  years  after  mine,  go  considerabfy 
farther  not  only  as  regards  amount  but  as  r^ards  ebar- 
acter.  And  today,  after  so  much  valuable  time  has  been 
lost,  and  (as  everyone  knows)  after  large  amounts  of 
property  have  taken  refuge  in  foreign  countries  I  must 
assent  to  demands  which  go  farther  than  nodne.  The 
new  idea  presented  to  financial  theory  by  Kuczynski  ia 
not  that  of  raising  the  levy  to  a  half,  but  the  proposal 
that  the  transfer  of  title  to  the  nation  should  take  effect 
not  after  and  in  consequence  of  the  assessment  but  by 
virtue  of  the  legislation  itself. 

After  this  imqualified  statement  of  my  opinion,  I 
should  add,  to  avoid  misimderstanding,  two  considera- 
tions. 

First :  The  law  here  discussed  does  not  ^ive  a  picture 
of  the  whole  burden  imposed  on  property  by  our  tax 

f Or  Sonalpolitik  there  is  a  monocraph  on  finanrfal  eseevtioii  bgr  Soawiy  and 
I  by  Diehl  On  favor)  and  DiotMl  (acaintt). 


Digitized  byVjOOQlC 


THB  OBBMAN  CAPITAL  LBVY  TAX  409 

system.  In  fact  the  new  tax  system  has  accomplished 
veiy  considerable  results  in  burdening  property  in  other 
laws.  A  heavy  inheritance  tax  will  lay,  as  the  genera- 
tions succeed  each  other,  an  increasingly  large  burden 
on  all  property  at  progressive  rates.  A  special  tax  is 
to  be  levied  on  income  from  capital  (only  a  proposal  as 
yet).  The  land  and  business  taxes  will  continue,  as  be- 
fore, to  divert  to  the  communal  exchequers  a  part  of  the 
yields  from  land  and  business.  The  various  war  taxes 
reach  the  accretions  of  property  during  the  war  almost 
completely.  In  addition,  the  income  from  property  is 
reached  in  the  general  income  tax,  which  even  before  the 
war  had  reached  an  admittedly  high  development  in 
Prussia,  and  which  the  nation  is  about  to  develop  con- 
siderably more.  A  tax  on  luxuries  is  found  in  a  place 
where  one  would  not  seek  it  without  guidance:  the  tax 
on  sales.  And  finally,  our  tax  reform  is  not  yet  com- 
pleted: taxes  on  expenditures,  the  taxation  of  the  Dead 
Hand,  the  tax  system  of  the  municipalities  still  await 
l^islative  consideration.  The  present  study  is  limited 
to  its  stated  object. 

In  the  second  place,  the  significance  for  us  of  all  the 
present  national  tax  reform  lies  in  a  different  direction 
from  its  mere  contents.  No  American  can  conceive  the 
extent  to  which  the  German  Empire  lacked  an  inde- 
pendent administration.  The  American  is  accustomed 
to  see  in  every  large  city  the  federal  building,  in  which 
the  postoffice,  courts,  and  customs  service  are  located. 
The  German  Empire  possessed  postoffice  buildings,  it  is 
true,  but  with  the  exception  of  the  imperial  court  at 
Leipzig  no  kinds  of  courts.  Tho  the  Empire  could  levy 
taxes  and  customs  duties,  for  their  collection  and  ad- 
ministration it  was  completely  dependent  on  the  states* 
This  ceases  all  at  once.  For  its  new  taxes  the  nation  has 
set  up  its  own  administration  (tho  these  offices  have 
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recdved  the  misleading  name ''state  tax  offioeB'O-  T^ 
organism  which  we  have  lacked  so  long  is  now  at  hand. 
And  where  organic  life  is  once  created,  we  may  be  con- 
fident existing  defects  will  be  physiolo^cally  effaoei 
History  teaches  that  it  is  immensely  more  difificult  for  a 
nation  to  create  a  consistent  tax  system  out  of  nothing 
than  to  make  a  good  system  out  of  a  bad  one. 

The  reader  will  perhaps  ask  how  it  is  to  be  explained 
that  a  people  whose  need  is  as  dire  as  thatof  theGermans 
has  not  turned  at  once  to  a  real  sacrifice  of  property. 

The  chief  explanation  is  to  be  found  in  the  fear  that 
the  revenue  from  a  sacrifice  of  the  kind  will  be  appro- 
priated by  the  Allies  and  therefore  will  not  serve  the 
purpose  of  financial  rehabilitation.  Now,  it  is  true  that 
the  Treaty  contains  provisions  so  severe  that  it  is  diffi- 
cult to  find  terms  in  which  to  characterise  them;  provi- 
sions which  leave  only  one  possible  ground  for  hope, 
namely,  that  that  which  cannot  be  carried  out  cannot 
come  to  pass;  as  for  example,  provisions  which  are  eco- 
nomically inconsistent.  But  the  fear  intimated  above, 
nevertheless,  is  doubtless  ill-fo\mded.  The  stipulation  in 
Article  248  of  the  Treaty,  by  which  all  revenues  of  Ge^ 
many  are  pledged  in  the  first  instance  to  the  fulfillment 
of  her  obligations,  are  applicable  to  the  yield  of  any  and 
every  measure  of  tax  reform.  In  fact,  it  amoimts  to 
nothing  more  than  what  would  have  been  incumbmt 
upon  Germany  even  if  no  specific  statement  were  made 
in  the  Treaty.  The  same  may  be  said  of  another  part  of 
the  Treaty  (part  8,  appendix  2,  section  126)  which  has 
aroused  great  anxiety  in  Germany.  It  is  there  stated 
that  the  Allies  reserve  to  themselves  the  right  of  recur- 
rently examining  Germany's  capacity  to  pay,  in  order 
to  make  sure  that  all  revenues  are  devoted  primarily  to 
meeting  the  obligations  for  reparation.  It  is  true  that 
the  Allies,  on  the  basis  of  this  paragraph,  might  con- 
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ceivably  appropriate  all  moneys  receivedi  e.  g.,  for  rail- 
way passenger  and  freight  service ;  but  obviously  in  such 
case  the  receipts  would  disappear,  very  much  as  would 
happen  to  any  creditor  who  was  so  foolish  as  to  proceed 
to  the  annihilation  of  his  debtor.  The  Allies  doubtless 
have  the  power  to  impose  upon  us  any  sort  of  financial 
terms,  but  it  is  also  clear  that  it  is  to  their  interest  to 
make  our  financial  system  more  productive  through 
having  it  framed  by  oiu^elves. 

None  the  less  it  remains  true  that  the  argument  just 
cited  has  had  a  deadening  effect.  The  fear  of  interven- 
tions which  cannot  be  foreseen  and  cannot  be  rejected, 
the  depressing  feeling  that  Germany's  obligations  so 
far  have  not  only  been  left  imdetermined,  but  that  not 
even  a  beginning  has  been  made  toward  considering  the 
precise  amoimt  —  all  this  necessarily  makes  a  people 
disinclined  to  embrace  any  large  scheme  of  financial  re- 
habihtation.  The  movement  for  a  tax  on  property  did 
not  meet  with  the  vigorous  response  which  might  be 
elicited  even  from  a  nation  that  has  been  conquered  and 
deprived  of  its  best  resources.  If  we  would  go  deeper 
into  the  analysis  we  must  face  the  fact  that  the  financial 
development  and  capacity  of  a  people  do  not  rest  on 
economic  causes  only,  but  are  part  and  parcel  of  its 
entire  physical  and  moral  development.  Life  in  Ger- 
many now  presents  many  enigmas.  After  reflection  on 
all  possible  causes,  nothing  remains  plausible  except 
the  verdict  of  the  physicians:  imdemutrition  suffered 
through  a  period  of  years  has  produced  psychical  con- 
sequences which  still  endure. 

What  now  of  the  future,  and  the  capital  levy  tax,  and 
the  sacrifice  of  property  ?  A  part  of  our  property  has 
already  eluded  the  German  legislator  by  flight  to  foreign 
coimtries.  Still  another  part  is  endangered  in  the  same 
way.   Let  us  make  a  virtue  of  necessity.  We  may  de- 
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duce  the  lesson  that  every  country  which  is  concerned 
with  this  problem  will  have  the  same  experiences.  If, 
however,  all  pull  themselves  together  in  order  to  mert 
the  task  in  common,  evasion  across  national  frontiers 
will  not  be  feasible,  at  least  so  long  as  one  cannot  emi- 
grate to  the  moon.  All  countries  have  in  the  essentials 
a  common  concern  for  their  finances.  Let  them  follow 
a  common  direction  and  they  will  find  the  way  out.^ 

J.  Jastbow. 

Chablottenbubo-Berlin. 


>  In  the  German  \am  there  it  a  provision  wfaieh  perhape  dewtinii  attantioa  btm 
it  eontaina  the  firat  intimation  olintemationaireeiproeitj.  flnntinn  t  nf  lln  auHauiMa 
that  the  amount  paid  by  a  tazpaarer  out  of  his  pitipwt^y  wiU  be  tepsid  bim  iaaofvitit 
has  been  contributed  from  landed  property  or  firam  eapital  on  whioh  laivy  I 
by  a  f  oreJcn  state  for  a  tax  of  the  same  sort.  Thb  proviso  is  not  made  < 
reciprocity  in  the  f oretgn  eountiy,  altho  it  would  seem  impossible  of  a 
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It  is  a  generally  accepted  view  that  competition 
among  railroads,  miless  restrained,  tends  to  become 
''  ruinous/'  that  is,  fails  to  establish  a  normal  level  of 
rates  sufficiently  remunerative  to  attract  the  additional 
investments  of  capital  that  recurrently  become  neces- 
sary.^ The  main  explanation  of  this  tendency  toward 
ruinous  competition  is  the  proportionately  large  in- 
vestment in  fixed  and  specialized  plant.'  The  large 
investment  in  fixed  plant  ^ves  rise  to  large  fixed  ex- 
penses, that  is,  expenses  that  do  not  vary  in  proportion 
to  changes  in  the  volume  of  traffic;  and  it  thus  pays  a 

1  See  Ely,  OutUnes  of  Eoonomios  (1016),  p.  199.  Plrofenor  Kxiaath  defines  deetnio- 
tire  or  ruinoui  competition  as  "  that  which  forces  prices  to  a  point  where  the  capital  itt- 
Tssted  receives  no  return,  and  even  fails  to  maintain  its  value  intact "  (Political  Sdenee 
Qoarterly,  vol.  31,  p.  246).  But  competition  may  fairly  be  rcfarded  as  ruinous,  even 
the  the  capital  invested  receives  some  return,  if  the  return  is  inadequate  to  attract  tha 
requisite  siqpplies  of  future  capital. 

s  If  the  plant  were  not  specialised  as  weD  as  fixed,  the  character  of  the  business  mii^t 
be  changwd  as  rates  or  prices  fell.    Cf .  p.  490. 
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railroad  to  attract  additional  traffic  at  any  rate  which 
exceeds  the  extra  cost  inciured  on  account  of  the  in- 
creased business.  The  rate  on  this  additional  tra£Sc 
need  not  cover  its  proportionate  share  of  the  fixed  ex- 
penses, since  these  expenses  will  continue  whether  or  no 
the  added  traffic  be  taken;  it  suffices  if  the  rate  is  hi^ 
enough  to  make  some  contribution,  however  sUght,  to 
the  fixed  expenses.  The  added  traffic  thus  secured  may 
be  new  traffic  or  it  may  be  traffic  that  had  been  moving 
over  another  railroad  line.  If  the  former,  its  carriage 
represents  a  net  gain ;  if  the  latter,  it  represents  a  diver- 
sion of  business  not  likely  to  be  submitted  to  by  the 
other  road.  It  is  as  true  of  the  second  road  as  of  the  first 
that  its  expenses  are  largely  ^ed,  and  therefore  it  can- 
not tamely  submit  to  such  a  loss  of  its  business.  If  it 
meets  the  rate  of  its  competitor,  the  particular  item  of 
traffic  afifected  will  fail  to  make  its  proportionate  contri- 
bution to  the  fixed  expenses,  but  it  is  better  that  the 
competitive  traffic  make  some  contribution  to  these 
expenses  than  none.  Accordingly  the  second  road  will 
usually  meet  the  rate  or  even  cut  it  still  further,  thus 
leading  in  all  probability  to  a  further  cut  by  the  original 
trespasser  until  finally  the  rate  may  fall  so  low  that  it 
barely  covers  the  extra  cost  occasioned  by  its  move- 
ment. Below  this  point  it  would  not  ordinarily  be  to  the 
interest  of  either  road  to  go.  But  at  this  point,  it  is  gen- 
erally conceded,  the  rate  on  all  competitive  traffic  may 
remain  for  considerable  periods  of  time.  If,  then,  there 
are  present  the  conditions  favorable  for  such  a  struggle, 
that  is,  transportation  facilities  in  excess  of  the  traffic 
offered  at  rates  remunerative  to  the  railroad,  and  a 
large  percentage  of  traffic  that  may  move  by  two  or 
more  roads  instead  of  being  local  to  any  one  road,  rates 
may  for  some  period  of  time  be  ruinous  to  both  roads. 
This  competition  may  be  regarded  as  ruinous  even 
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tho  the  rates  are  sufficiently  high  to  permit  both  roads 
to  meet  their  interest  charges  (or  other  fixed  charges), 
providing  they  are  not  sufficiently  high  to  permit  an 
adequate  return  to  the  stockholders.^  It  should  be 
abimdantly  clear  that  rates  that  deny  stockholders  ade- 
quate dividends  as  well  as  those  that  deny  bondholders 
their  interest  on  a  proper  indebtedness  will  discourage 
further  investments  in  railways,  and  will  result  in  an 
inferior  quality  of  service.  The  unfavorable  effects  of 
such  a  policy  will  react  injuriously  upon  the  public;  and 
it  is  therefore  to  their  interest  to  permit  adequate  rates 
in  the  first  instance.  It  may  consequently  be  assiuned 
that  public  policy  in  the  long  run  will  demand  that 
where  competition  is  actually  ruinous  it  be  restrained  in 
some  fashion,  in  order  that  there  may  be  maintained 
conditions  that  permit  investments  in  railway  property 
honestly  and  efficiently  administered  to  earn  an  ade- 
quate return. 

So  much  may  be  said  to  be  granted.  Of  recent  years, 
however,  there  has  been  a  disposition  on  the  part  of  some 
writers  *  to  contend  that  the  above  principles  likewise 
apply  to  industrial  enterprises;  and  therefore  to  argue 
that  competition  is  not  only  an  unsatisfactory  regulator 
of  prices  and  profits,  but  the  ruination  of  industries; 
that  it  is  a  case  of  "  trust  or  bust."  It  is  the  purpose  of 
this  paper  to  analyze  this  argument.  It  is  proposed, 
first,  to  compare  railroads  and  industrial  enterprises  as 
regards  the  tendency  to  ruinous  competition;  and,  sec- 
ond, by  a  study  of  individual  industries  to  consider 
whether  the  facts  support  the  claim  that  the  formation 
of  trusts  has  been  necessitated  by  the  ruinous  nature 
of  competition. 

>  I  aasume,  of  course,  that  the  amount  of  bonds  or  stock  outstanding  is  not  excessive. 

t  For  example.  Knauth,  Political  Science  Quarterly  (1015),  vol.  90,  p.  578;  and 
Wyman,  Control  of  the  Market  (1011),  vp.  ▼,  yi. 
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I.    COMPABISON  OF  RaILBOADS  AND  InDXJBISIAL 

Entebpbises 
A.  StaJtistical  Analysis 

Theoretically,  the  best  single  index  whereby  to  meas- 
ure statistically  the  degree  to  which  competiticm  is 
ruinous  among  railroads  and  industrial  enterprises 
would  appear  to  be  the  ratio  of  fixed  to  variable  ezpensea 
If  fixed  expenses  are  relatively  large,  the  inducement  to 
cut  rates  or  prices  is  great;  for  up  to  the  point  of  the 
most  advantageous  utilization  of  the  plant  the  expenses 
do  not  increase  proportionately  as  new  business  is  taken 
on.  If,  on  the  other  hand,  the  variable  expenses  are  rdft- 
tively  large,  the  inducement  is  not  great ;  for  new  bufiineBS 
secured  at  concessions  in  rates  and  prices  will  be  sub- 
stantially as  expensive  to  handle  as  the  regular  businesB 
paying  remimerative  rates.  If,  notwithstanding  the  re- 
duced margin  between  prices  and  costs,  an  individual 
concern  persists  in  bidding  for  additional  business,  its 
competitors  can  ordinarily  afiford  to  sacrifice  a  part  of 
their  business,  since  as  they  reduce  their  output  thdr 
expenses  decline  also.  They  may  not  make  the  sacrifice 
at  once,  to  be  sure,  but  they  are  likely  to  withdraw  at  a 
comparatively  early  stage.  Where  the  ratio  of  variable 
expenses  is  high,  therefore,  we  should  not  expect  ruinous 
competition,  first,  because  the  inducement  to  take  tiie 
competitor's  business  is  not  so  great,  and,  second,  be- 
cause the  competitor  is  not  imder  such  insistent  pressure 
to  oppose  the  loss  of  a  part  of  his  business.  These  ob- 
servations hold  particularly,  of  course,  where  the  reduc- 
tion in  price  perforce  applies  to  the  whole  output. 

Unfortunately,  however,  the  data  are  not  available 
for  a  comparison  of  railroad  and  industrial  concerns  in 
this  regard.   So  far  as  railroads  are  concerned  careful 
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computations  have  been  made  of  the  ratio  of  the  fixed 
expenses  to  the  variable  expenses.  Thus  Prof essor  Rip- 
ley finds  that  approximately  two-thirds  of  a  railroad's 
expenses  are  constant  (or  fixed),  that  is,  independent  of 
the  volume  of  traflBc*  The  percentage  is  different,  of 
course,  for  different  railroads,  and  fluctuates  from  time 
to  time,  but  it  is  indisputable  that  up  to  the  point  of  the 
most  effective  utilization  of  the  plant  added  traffic  can 
be  carried  without  a  corresponding  increase  in  costs. 
As  a  result  there  is  keen  competition  for  traffic  —  a  com- 
petition that  tends  to  become  ruinous.  In  the  case  of 
industrial  enterprises,  however,  there  is  not,  so  far  as  I 
know,  any  such  careful  calculation.  This  is  doubtless  to 
be  explained  by  the  great  diversity  of  industrial  enter- 
prises, which  prevents  the  making  of  any  calculation 
except  one  of  limited  application;  and  by  the  fact  that 
industrial  concerns  are  not  compelled  by  law  to  sub- 
divide their  expenses  as  minutely  as  railroads  ,and  there- 
fore it  is  difficult  to  determine  accurately  the  extent  to 
which  their  expenses  are  independent  of  the  volume  of 
business  and  the  extent  to  which  these  expenses  vary 
with  the  volmne  of  business.  Notwithstanding  the 
difficulties  of  statistical  measurement,  however,  it  can 
hardly  be  denied,  I  think,  that  a  much  larger  proportion 
of  the  expenses  of  a  typical  business  enterprise,  even 
one  with  large  plant,  is  variable  than  in  the  case  of 
railroads.  This  would  seem  to  follow  from  the  large 
part  played  in  the  expenses  of  industrial  concerns  by  the 
cost  of  raw  materials,  most  of  which  are  finally  con- 
sumed in  the  act  of  production,  and  practically  all  of 
which  constitute  a  variable  expense.^  Tho  a  railroad  also 
finally  consimies  some  materials,  such  as  coal  or  oil,  in 
the  act  of  giving  transportation  service,  a  large  part  of 
the  materials  consimied  by  it  are  employed  in  supplying 

&  Bailroadi:  Rfttes  and  Regulation,  p.  55.  *  Of .  i».  491. 
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transportation  facilities  and  are  thus  more  or  less  pa- 
manent  in  character,  as,  for  example,  rails,  ties,  tin^r. 

The  opinion  expressed  in  the  preceding  paragraph  is 
borne  out  by  a  comparison  of  railroads  and  industrial 
concerns  as  regards  the  importance  of  '^  interest  charges" 
among  their  expenses.  Tho  the  term  '^  interest  charges  " 
is  not  sjmonymous  with  constant  expenses  or  fixed  ex- 
penses, since  it  represents  only  a  part  of  the  non-variable 
expenses,  nevertheless  it  constitutes  such  a  large  pro- 
portion of  the  constant  expenses  that  it  may  fairly  be 
used  as  a  measure  thereof.  Clearly,  therefore,  it  throws 
light  upon  the  comparative  degree  of  pressure  present 
in  railroad  and  in  manufacturing  industries  to  get  addi- 
tional business.  It  has  the  advantage,  moreover,  of 
being  subject  to  statistical  measurement,  as  the  larger 
term  in  the  present  state  of  our  information  is  not. 

The  ratio  of  ''  interest  charges  "  to  total  expenses  for 
railroads  and  for  industrial  corporations  is  shown  in  the 
table  below:  ^ 

Ratio  of  Interest  Charges  to  Total  Expenses  (1914) 

Railroada  (operating),  Claas  I  and  II  roads  Ratio 

Eastern  District 11.2 

Southern  District 15.1 

Western  District 17.0 

Total  operating  roads 14.1 

30*  Industrials 3,1* 

A  word  of  explanation  as  to  this  table.  In  the  case  of 
industrial  corporations,  tho  the  term  "  interest  charge  " 
generally  means  exactly  what  it  implies,  in  a  few  in- 
stances other  items  of  fixed  charges  are  included  also. 

*  The  data  for  industrial  corporations  were  secured  in  part  from  Moody's  MMraal  of 
Corporation  Securities  and  in  part  by  correspondence;  that  for  the  railroada  from  the 
Statistics  of  Railways,  1914. 

*  This  represents  all  the  leading  industrials  for  which  the  data  were  obtaiaable. 

*  This  is  an  unweighted  average. 
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In  the  case  of  railroads  in  no  instance  is  anything  ex- 
cept interest  charges  included.  Such  lack  of  complete 
comparableness  as  exists  therefore  tends  to  exaggerate 
the  tendency  toward  ruinous  competition  among  indus- 
trials rather  than  among  railroads.  The  term  ''  total 
expenses  "  is  self-explanatory;  it  includes  all  the  ex- 
penses of  conducting  the  business,  not  including,  of 
course,  dividend  payments  and  sxuns  carried  to  surplus. 
The  year  1914  was  chosen  for  two  reasons:  first,  to  elim- 
inate the  abnormal  fluctuations  resulting  from  the  war; 
and,  second,  to  permit  comparison  with  the  results  of  the 
census  of  1914. 

An  examination  of  the  table  shows  that  for  the  operat- 
ing railroads  as  a  whole  (Class  I  and  II  roads)  the  ratio 
of  interest  charges  to  total  expenses  was  14.1  per  cent; 
and  that  for  the  three  major  districts  (Eastern,  Southern 
and  Western)  it  was  11.2  per  cent,  15.1  per  cent,  and 
17.0  per  cent,  respectively.^  For  industrial  concerns  the 
ratio  of  interest  charges  to  total  expenses  was  3.1  per 
cent;  and  there  are  many  industrials,  not  included  in 
this  average,  which  have  no  interest  charges  at  all.'  It 
is  thus  clear  that  the  constant  expenses  in  so  far  as  these 
consist  of  interest  charges  are  four  and  one-half  times 
greater  for  railroads  than  for  industrials  —  greater,  that 
is,  not  absolutely,  but  relative  to  expenses.  The  proba- 
bility of  rate  concessions  leading  to  ruinous  competition 
is  thus  correspondingly  greater.  And  how  much  more 
would  this  be  so  did  we  take  as  the  basis  of  calculation, 
not  the  ratio  of  interest  charges  to  total  expenses,  but 
the  ratio  of  fixed  charges  to  total  expenses.  Many  rail- 

1  If  we  included  the  interest  charges  of  the  non-operating  subeidiariea  of  the  operat- 
ing roads  the  ratios  would  be  16.0  per  cent  for  all  roads,  and  13.2  per  cent,  16.3  per 
cent,  and  19.1  per  cent  for  the  three  major  districts,  respectively. 

s  Among  the  concerns  whose  total  expenses  in  1914  are  reported,  but  which  had  no 
bonds,  are:  American  Beet  Sugar  Co.,  American  Woolen  Co.,  B.  F.  Goodrich  Co.,  Pitte- 
burgh  Plate  Glass  Co.,  Sears.  Roebuck  A  Co.,  United  Drug  Co.  (1917).  and  Woolworth 
Co. 
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roads  have  large  fixed  charges,  such  as  rentals  of  leased 
lines,  no  correspondmg  item  for  which  is  ordinarily  pres- 
ent in  the  case  of  industrial  corporations.    These  fixed 
charges  other  than  interest  charges  are  often  oon8ide^ 
able  in  amount;  and  their  existence  accentuates  ibt 
tendency  toward  ruinous  competition  among  railroada 
Thus  the  inclusion  of  the  rentals  of  leased  lines  woold 
bring  the  railroads'  percentage  of  fixed  chargies  to  total 
expenses  up  to  18.2  per  cent  for  the  operating  railroads 
as  a  whole,  and  up  to  16.1  per  cent,  17.3  per  cent  and 
20.8  per  cent  for  the  railroads  by  major  districts.   These 
figures  do  not  include  the  other  items  of  fixed  charges 
shown  in  the  Statistics  of  Railways  j  but  are  merely  in- 
terest charges  and  rentals.    It  thus  appeare  that  at  a 
conservative  estimate  the  industrials'  constant  expenses 
in  so  far  as  these  are  statistically  measurable  are  only 
about  one-fifth  as  large  in  proportion  to  total  expenses 
as  in  the  case  of  railroads.    There  thus  appear  to  be 
differences  in  the  degree  at  least  to  which  competition  is 
ruinous  in  the  two  branches. 

But,  it  will  be  urged,  it  is  not  claimed  that  the  tend- 
ency toward  ruinous  competition  is  present  in  all  indus- 
tries to  the  same  degree  as  in  the  railroad  industry,  but 
only  in  certain  industries  characterized  by  large  and 
specialized  plant,  such  as,  for  example,  the  iron  and  sted 
industry.  I  have,  therefore,  prepared  the  two  tables  be- 
low, showing  the  ratio  of  interest  charges  to  total  ex- 
penses for  fifty  leading  railroads  and  for  thirty  leading 
industrial  concerns.  The  industrial  concerns  chosen 
were  largely  those  for  which  data  were  available  in  the 
financial  manuals,  or  obtainable  by  correspondence. 
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Ratio  op  Intebbot  Chabgbs  to  Total  EzneNsn 

Ratio  of  Interest  obusBS 

Raflroad                                                                     to  total  espaiwea 

Atchison,  Topeka  A  Santa  Fe 15.3 

Atlantic  Coast  Line 16.6 

Baltimore  A  Ohio 16.8 

Bessemer  A  Lake  Erie 3.3 

Boston  ft  Maine 7.0 

Central  of  Georgia 14.1 

Central  of  New  Jersey 9.6 

Chesapeake  ft  Ohio 22.1 

Chicago  ft  Alton 18.1 

Chicago,  Burlington  ft  Quincy 8.6 

Chicago  Great  Western 7.7 

Chicago,  Milwaukee  ft  St.  Paul 17.0 

Chicago  ft  Northwestern 12.4 

Chicago,  Rock  Island  ft  Pacific 15.0 

Chicago,  St.  Paul,  Minneapolis  ft  Omaha 12.9 

Cleveland,  Cincinnati,  Chicago  ft  St.  Louis 11.1 

Colorado  ft  Southern 25.7 

Delaware  ft  Hudson 12.8 

Delaware,  Lackawanna  ft  Western 0.5^ 

Denver  ft  Rio  Grande 24.1 

Erie 17.3 

Florida  East  Coast 22.4 

Great  Northern 17.7 

Hocking  Valley 17.6 

Illinois  Central 11.7 

International  ft  Great  Northern 12.6 

Kansas  City  Southern 18.8 

Lehigh  Valley 9.3 

Louisville  &  Nashville 12.7 

Michigan  Central 6.3 

Missouri,  Kansas  ft  Texas 20.3 

Missouri  Pacific 24.8 

Mobile  ft  Ohio 11.5 

New  York  Central 13.8 

New  York,  New  Haven  ft  Hartford 18.6 

New  York,  Ontario  ft  Western 14.7 

Norfolk  ft  Western 12.6 

Northern  Pacific 20.1 

Pennsylvania  Railroad  Co 5.8 

Pennsylvania  Co 8.8 

The  per  oant  would  be  16.7  if  tha  rentals  of  leMed  Hnee  (96,808,976)  wen  added. 
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Pftre  Marquette 17.2 

Philadelphia  A  Reading 4.7* 

St.  Louis-San  Francisco 23.2 

Seaboard  Air  Line 21.3 

Southern  Pacific 11.7 

Southern 16.1 

Union  Pacific 19.7 

Virginian 25.5 

Wabash 12.2 

Western  Pacific 43.4 

IndustrialB 

A  cordage  company 3.1* 

American  Hide  &  Leather  Co ^ . .  3.8 

American  Linseed  Co fi.2 

American  Locomotive  Co 1.7 

American  Smelting  &,  Refining  Co 0.5 

American  Tobacco  Co 0.3 

Anaconda  Copper  Mining  Co 0.9 

Atlas  Powder  Co. 3.9 

Baldwin  Locomotive  Works 4.5 

Barrett  Co 2.8 

Bethlehem  Steel  Corporation 4.7 

Central  Leather  Co 3.3 

Colorado  Fuel  &  Iron  Co 10.5 

Cuban-American  Sugar  Co 8.6 

Cudahy  Packing  Co 0.2 

Deere  <fe  Co 1.7 

du  Pont  de  Nemours  Powder  Co 3.8 

General  Asphalt  Co 2.1 

General  Electric  Co 0.7 

Giant  Portland  Cement  Co 3.8 

Hercules  Powder  Co 2.8 

Lackawanna  Steel  Co 11.3 

Morris  &  Co 0.7 

Republic  Iron  &  Steel  Co 4.1 

Sloss-SheflSeld  Steel  &  Iron  Co 6.0 

Studebaker  Corporation 1.1 

U.  S.  Rubber  Co 2.5 

U.  S.  Steel  Corporation 5.8 

Utah  Copper  Co 0.6 

Westinghouse  Electric  &  Mfg.  Co 4.2 

1  The  per  cent  is  low  because  the  Roadins  Company  (the  holdinc  oompany)  owoa  iD 
or  most  of  the  equipment  of  the  railway. 

*  This  figure  waa  given  me  upon  an  agreement  not  to  disolose  the  identity  ol  the 
company. 
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An  examination  of  this  table  brings  out  the  fact  that 
not  one  of  these  industrial  concerns  had  as  high  a  ratio 
of  interest  charges  to  total  expenses  as  the  average  for 
the  railroads  as  a  whole.  Only  one  (the  Lackawanna 
Steel  Company)  had  as  high  a  ratio  as  the  average  for  the 
railroads  in  the  Eastern  District,  the  district  in  which 
interest  charges  were  the  lowest  as  compared  with  ex- 
penses. The  industry  that  most  closely  approaches  the 
railroad  industry  as  regards  a  large  proportion  of  fixed 
expenses  is,  as  one  would  expect,  the  steel  industry. 
Save  for  this  industry,  however,  there  is  hardly  one  * 
which  seems  to  fall  within  the  same  class  as  the  typical 
railroad  concern. 

To  these  conclusions  it  may  be  objected  that  the  ratio 
of  "  interest  charges  "  to  expenses  is  not  an  altogether 
fair  basis  of  comparison,  since  a  concern  with  large 
fixed  plant  may  not  have  seen  fit  to  bond  itself  heavily, 
whereas  another  concern  with  relatively  small  fixed 
plant  may  have  done  so.  That  this  is  true  in  individual 
instances  is  readily  conceded,  yet  the  inclusion  of  a 
comparatively  large  mmiber  of  concerns  reduces  the 
force  of  the  objection.  Moreover,  in  view  of  the  well 
known  fact  that  the  raising  of  as  large  a  part  of  the  capi- 
tal as  is  safe  through  the  issuance  of  bonds  increases  the 
profits  of  the  stockholders,  it  is  to  be  presmned  that 
manufacturing  concerns  in  general  have  issued  bonds 
and  thus  accumulated  interest  charges  to  the  degree 
I)ermissible  imder  canons  of  sound,  conservative  finance. 
In  fact,  it  is  probable  that  industrial  corporations  have 
been  less  conservative  in  this  regard  than  railroad  cor- 
porations, thus  tending  to  increase  the  interest  charges 
of  the  industrial  corporations  and  (so  far  as  this  item  is 
used  as  a  measure  of  the  constant  expenses)  to  exagger- 

t  One  lugar  oonoem  shows  a  relatively  Urge  amount  of  interest  charges,  but  th« 
average  for  the  three  sugar  companies  included  in  the  table  is  low. 
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ate  rather  than  underestiiDate  the  importance  of  fixe 
plant.  On  the  other  hand  it  should  be  said  that  the  idi 
tively  stable  character  of  the  railway  business  has  pa 
mitted  the  resort  to  bonds  to  a  greater  extent,  and  tht 
the  large  interest  charges  are  thus  not  a  sure  indicatia 
of  a  relatively  large  fixed  plant.  It  is  a  question  then 
fore  of  the  rdative  strength  of  these  opposing  tsjcUm. 

Another  method  of  statistical  approach  sometaine 
employed  is  a  comparison  of  railroads  and  manufactor 
ing  industries  with  respect  to  the  relationship  betwea 
the  capital  investment  and  the  annual  value  of  producti 
(gross  annual  revenue  in  the  case  of  railroads).  Hm 
underlying  assumption,  of  course,  is  that  Industrie 
with  large  capital  investment  as  compared  with  groa 
receipts  would  be  subject  to  more  severe  competitioi 
than  those  industries  in  which  the  capital  investmen 
was  relatively  small. 

For  industries  the  only  available  figures  are  thoa 
compiled  by  the  census.  In  1914  the  capital  investmen 
of  all  industries  was  $22,790,979,000,  and  the  annua 
value  of  the  products  was  $24,246,434,000.^  The  rati 
of  capital  investment  to  annual  value  of  products  wa 
thus  94  per  cent.  The  term  capital  as  employed  by  th 
census  includes,  it  should  be  noted,  land,  buildingSi  ma 
chinery,  tools,  materials,  stocks  in  process,  finishe 
products,  cash,  bills  receivable,  etc.  It  thus  include 
many  items  that  can  in  no  sense  be  r^arded  as  fixei 
capital. 

It  is  difi&cult  to  obtain  an  item  for  railroad  invest 
ment  which  is  strictly  comparable  with  the  figure  usei 
for  industries.  One  possible  item  would  be  the  railwa; 
capital  (outstanding  stock  and  funded  debt).  In  191 
the  railway  capital  of  the  operating  roads  (Class  I  an< 

1  Abstrftot  of  the  Cmmu  of  ManufMtarai,  1014,  pp.  Sltt,  617.  Tbaitatirtifli  of  flip 
tol  inwtoMnt  are  not  partieularly  raliabl*.  See  Abetnet,  pp.  11,  U. 
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Class  II)  amounted  to  $17,497,286,000;  the  gross  re- 
ceipts to  $3,047,019,000;  and  the  ratio  of  capital  to  gross 
receipts  to  574.2  per  cent.^  The  railway  capital  thus 
exceeded  the  gross  receipts  by  nearly  five  times.  To 
this  basis  of  calculation  it  will  be  objected  that  the  capi- 
talization of  the  railways  may  be  excessive,  and  in  so  far 
as  this  is  true  the  importance  of  capital  investment  is 
exaggerated.  Whether  the  objection  is  properly  taken 
will  not  be  known  until  the  valuation  of  the  railways 
is  completed,  if  indeed  it  is  known  then.  However, 
it  can  hardly  be  doubted  that  a  ''  proper ''  railway 
capital  will  nevertheless  several  times  exceed  the  gross 
receipts,  whereas  the  capital  of  industrial  concerns  is 
actually  less  than  their  gross  receipts  as  measured  by 
the  "  annual  value  of  products." 

To  meet  a  possible  objection  that ''  railway  capital " 
is  not  fairly  comparable  with  the  *'  capital  investment " 
of  industrial  enterprises,  we  may  employ  in  the  case  of 
railroads  the  item  of  '^  property  investment."  It  is 
understood,  of  course,  that  property  investment  as  pre- 
sented by  the  railroads'  books  does  not  show  the  actual 
investment  in  property;  but  since  it  excludes  a  con- 
siderable number  of  items  (cash,  accounts  receivable, 
materials,  etc.)  that  were  included  in  the  '^  capital  in- 
vested "  in  manufactures,  it  imdoubtedly  imderesti- 
mates  rather  than  exaggerates  the  importance  of  capital 
in  the  railroad  industry,  that  is,  so  far  as  a  comparison 
with  manufacturing  establishments  is  concerned.  In 
1914  the  property  investment  (deducting  reserve  for 
accrued  depreciation)  of  the  operating  roads  (Class  I 
and  Class  II)  was  $13,621,714,000;  the  gross  receipts 
were  $3,047,019,908;  or  a  ratio  of  447.0  per  cent,*  as 

1  SUtktios  of  RMlways,  1014,  pp.  31,  65.  U  w«  included  the  oapital  of  tlie  noo- 
opemtiiig  •ubaidiBriee  of  the  operating  roada  the  ratio  would  be  664.4  per  cent. 

•  Ibid.  1014.  pp.  66,  63,  64.  U  we  included  the  property  investment  of  the  non- 
operating  aubaidiariea  of  the  operating  roada  the  ratio  would  be  623.1  per  eant. 
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compared  with  s  ratio  of  94  per  cent  for  industn 
It  is  thus  evident  that  in  so  far  as  these  figures  stu 
anything  they  show  that  for  railroads  as  a  whole  t 
capital  in\'estnient  is  much  larger  proportionately  thi 
for  industrial  ^iterprises.  This  would  be  even  mc 
apparmt  were  we  to  include  in  the  "  property  inve 
ment  '*  of  railroads  those  items,  such  as  cash,  accouo 
receivable  and  materials,  which  are  included  in  the  ce 
sus  figures  of  cafHtal  investment  in  industries.  The  a 
dition  of  these  three  items  would  raise  the  percentage 
capital  for  the  operating  roads  from  447.0  per  cent  i 
4S9^  per  cent,^  as  compared  with  94  per  cent  for  i 
industries,  or  nearly  four  times  more  capital  for  rai 
roads  than  for  industries. 

When  similar  comparison  is  made  between  the  rai 
roads  and  those  indi\idual  industries  having  a  coo 
paratively  large  proportion  of  invested  capital  the  san 
results  appear,  tho  in  less  accentuated  form.  Wherei 
the  ratio  of  capital  to  annual  value  of  products  for  a 
industries  was  94  per  cent,  the  ratio  for  some  of  tl 
leading  industries  in  which  trusts  (horizontal  combini 
tions  possessing  monopolistic  power)  have  been  estal 
lished.  and  in  which  the  existence  of  ruinous  competitic 
might  therefore  be  most  expected,  are  shown  below. 

Ratio  of  Capital  to  Annual  Value  op  Productb 

Salt 235.6 

Beet  sugar  refining  227.1 

.\gricultural  implements 206.3 

Shipbuilding,  iron  and  steel 200.4 

Snuff 196.7 

Explosi\-cs 172.2 

Iron  and  steel,  blast  furnaces 145.5 

Tin  ware 144.3 

Watch  cases 143.3 

Iron  and  steel,  total,  including  blast  furnaces  and  steel 

works  and  rolling  mills 137.1 


>  To583.4pereent,mdudi]icUieiu»-opentiiigMbBkliMiatof  theoiNvUiBcn^ 
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Iron  and  steel,  steel  works  and  rolling  mills 136.9 

Cash  registers  and  calculating  machines 134.6 

Starch 122.0 

Cordage  and  twine 121.4 

Wall  paper 110.9 

Malt 97.2 

Matches 93.6 

Leather 90.6 

Petroleum,  refining 82.2 

Smoking  tobacco 71.2 

Glucose 68.8 

Tobacco  manufactures,  total 62.0 

Cigarettes 60.8 

Aluminum  ware 66.6 

Chewing  tobacco 60.1 

Cane  sugar  refining 48.6 

Liquors,  distilled 44.1 

Tin  plate  and  terne  plate 39.3 

Slaughteiing  and  meat  packing 32.3 

The  industry  in  this  list  showing  the  highest  ratio  of 
capital  investment  to  annual  value  of  products  is  the 
salt  industry.  An  attempt  was  made  to  establish  a 
trust  in  this  industry,  but,  as  will  be  pointed  out  later, 
with  a  notable  lack  of  success.^  The  industry  showing 
the  next  highest  ratio  is  the  beet  sugar  refining  industry, 
hardly,  as  those  who  are  acquainted  with  the  conditions 
in  this  industry  will  testify,  one  in  which  there  is  ruin- 
ous competition  occasioned  by  large  investment  in  fixed 
plant.  Except  for  the  salt  and  beet  sugar  industries 
there  is  not  one  of  these  industries  which  does  not  show 
a  ratio  of  capital  investment  to  annual  value  of  products 
less  than  one-half  the  corresponding  ratio  for  railroads, 
no  matter  which  one  of  the  suggested  bases  for  railroads 
be  chosen.  The  ratio  for  the  iron  and  steel  industry, 
oftenest  cited  as  the  industry  of  large  fixed  plant,  is  less 
than  one-third  the  corresponding  ratio  for  railroads. 
The  petroleum  refining  industry  stands  comparatively 
low  in  the  scale,  as  do  the  cigarette,  cane  sugar  refining, 

i8eep.6ia. 
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tin  plate,  and  meat  packing  industries.  If  theae  a 
parisons  are  of  any  particular  value,  therefore,  tl 
show  that  while  the  factors  that  tend  to  make  rub 
competition  ruinous  may  be  present  in  industry  a 
they  are  present  to  a  much  less  degree. 

B.  Some  Theoretical  ConsideratUms 

The  tendency  toward  ruinous  competitioni  in  so 
as  it  may  be  statistically  measured,  does  not  appeal 
be  so  great  for  industrial  enterprises  as  for  railwa 
This  conclusion  is  reinforced  by  reference  to  cert 
characteristics  of  railways  that  tend  to  make  comp 
tion  disastrous  —  characteristics  that,  generally  spe 
ing,  are  not  present  to  the  same  degree  in  the  case 
industrials.  These  differences  are  hardly  in  the  1 
analysis  differences  in  kind,  but  they  are  probably  su 
cient  to  justify  a  different  public  policy  in  the  two  cac 

1.  The  railways  are  characterized  by  unusually  la 
fixed  plant.  They  thus  have  large  fixed  expenses,  ^tl 
in  the  form  of  interest  charges  on  the  bonds  issued 
finance  the  construction  of  the  plant  or  in  the  form 
sunk  costs.  ^  The  expenses  are  likely  to  be  in  the  form 
interest  payments  on  bonds,  rather  than  charges  on  su 
costs,  since  the  return  to  the  stockholder  will  be  Ian 
if  the  railway  borrows  (by  the  sale  of  bonds)  as  much 
it  can  with  safety.  These  large  fixed  (constant)  expens 
as  already  explained,  provide  a  stimulus  to  secure  ad< 
tional  trafiic  that  will  make  some  contribution  towa 
their  payment.  It  is  true  that  large  fixed  plant  is  chi 
acteristic  of  other  industries  also,  but  not,  I  think  it  v 
be  generally  agreed,  to  the  same  degree  as  of  railway 
This  opinion  is  substantiated  —  I  will  not  say  proven 
by  the  great  relative  importance  of  interest  char; 

>  Bee  Brown,  TransporUtion  Ratet  and  Their  Reculatioii,  pp.  11,  U. 
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among  the  expenses  of  railroads  as  compared  with  indiis- 
tries.  The  iron  and  steel  industry  perhaps  comes  nearest 
to  being  comparable  with  the  raiboads  in  this  regard. 

A  large  investment  in  fixed  plant  does  not  of  itself 
lead  to  rate  and  price  cutting.  The  inducement  is  pres- 
ent only  when  the  traffic  (or  output)  is  not  sufficiently 
large  to  utilize  the  plant  most  effectively  and  economi- 
cally. This  condition,  however,  is  more  likely  to  be 
present  with  railroads  than  with  manufacturing  indus- 
tries. An  increase  in  railroad  traffic  may  easily  compel 
an  increase  in  plant  (double  tracking,  for  example) 
much  greater  than  can  be  fully  utilized  for  some  time, 
and  meanwhile  there  will  be  a  persistent  pressuro  to  cut 
rates  in  order  to  attract  traffic  from  a  competing  line. 
With  manufacturing  industries,  however,  an  increase  in 
the  demand  for  any  ^ven  article  —  corresponding  to 
the  increase  in  traffic  in  the  case  of  railroads  —  does  not 
ordinarily  produce  such  an  excessive  capacity  locally, 
since  manufacturing  facilities  can  be  increased  in  a  pro- 
portion nearer  to  the  increased  demand,  and  since  the 
market  for  manuf actiured  products  is  usually  wider.  An 
exception,  of  course,  would  be  the  manufactured  prod- 
ucts that  have  large  bidk  and  low  value.  An  increase  in 
the  demand  for  bricks,  for  example,  may  lead  to  the 
construction  of  an  additional  brick  plant,  and  thus  to  a 
local  surplus  producing  capacity;  whereas  the  same 
situation  would  not  result  to  the  same  extent  from  the 
construction  of  additional  shoe  factories.  Inasmuch 
therefore  as  industrial  concerns  operate  more  nearly  at 
capacity  then  railroads,  price  cutting  is  not  likely  to  go 
to  such  lengths;  for  the  stage  is  sooner  reached  when  no 
additional  business  can  be  handled,  or  if  so  can  only  be 
handled  at  such  an  increase  in  unit  costs  that  the  quest 
for  additional  business  becomes  unprofitable.  As  Pro- 
fessor Davenport  has  said,  too  many  machines  to  a 
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given  space,  too  many  men  to  each  madune,  etc.|  r 

sent''  sins  against  the  law  of  the  pioportion  of  factd 

2.  The  railway  plant  is  not  only  large,  but  it  is  hij 

specialized  in  character.    The  tendency  toward  ruu 

competition,  it  should  be  noted,  does  not  result  sc 

from  the  presence  of  large  fixed  plant  not  fully 

ployed.  For  if  ratesor  prices  in  an  industry  charactei 

by  large  plant  fall  to  an  unprofitable  level,  the  p 

may  conceivably  be  used  to  manufacture  some  al 

product,  the  price  of  which  is  sufficiently  remuneral 

But  when  the  plant  is  specialised  in  character,  week 

as  it  were,  to  the  fortunes  of  that  particular  Indus 

then  the  tendency  toward  ruinous  competition  appe 

3  The  railway  clearly  falls  within  this  group;  its  road 

c^r  and  much  of  its  structures  and  equipment  are  suites 

ijf  no  other  purpose  than  the  provision  of  transportati 

'J^  Even  the  the  operation  of  the  road  bids  fair  to  rem 

C'  unprofitable  indefinitely,  most  of  the  capital  investec 

its  construction  must  remain  irrevocably  conunitted 

^  that  enterprise.    The  same  holds  true  of  some  ma 

"p  f acturing  plants  —  blast  furnaces  and  coal  mine  sbi 

J  for  example  —  but  as  the  war  has  demonstrated,  ind 

^  trial  equipment  is  rarely  so  fully  specialized  and  so  < 

*  tinctly  circumscribed  in  its  employment  as  are  railwa; 

If  prices  are  very  remimerative  in  other  lines  or  v 

low  in  its  own  line  the  plant  often  may  be  converted 

some  other  use;  not  so  with  the  railway.  This  factoi 

convertibility  obviously  tends  to  reduce  the  severity 

the  competitive  struggle  in  industry. 

>  Eoonomict  of  Enterprise,  p.  400. 

>  Thus  locomotive  pUnts  in«nufaotured  munitions;  automobile  plants  mnnuteefe 
ships  and  aeroplanes;  and  now  some  explosives  plants  ore  tuminc  to  the  manufaetai 
dyes.  Again,  the  International  Harvester  Company  within  a  few  sreors  alter  its  Ofi 
isation  (1902)  discontinued  the  manufacture  of  harvesting  machines  in  two  of  its  pli 
and  devoted  one  to  the  manufacture  of  gasoline  engines,  tractors,  and  eream  ss|iaral 
and  the  other  to  the  manufacture  of  wagons  and  manure  spreaders.  Report  of  the  C 
jnissioner  of  Corporations  on  the  International  Harvester  Co.,  p.  145. 
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3.  The  railway  industry  is  par  excellence  the  industry 
of  increasing  returns.  This  is  not  only  because  of  the 
fact  of  large  fixed  plant,  but  because  a  large  part  even  of 
its  operating  expenses  are  constant  in  amount,  that  is, 
do  not  vary  with  the  traffic.  Thus  Professor  Ripley 
I)oints  out  that  over  one-half  of  a  typical  railroad's 
operating  expenses  are  constant,  and  that  approximately 
the  same  percentage  holds  for  that  part  of  the  operating 
expenses  technically  known  as  conducting  transportar 
tion.  This  would  seldom  be  true  of  manufacturing 
industries,  whose  costs  in  much  larger  degree  are  com- 
prised of  costs  of  raw  materials,  which  necessarily  vary 
almost  directly  as  the  scale  of  operations.  The  writer 
has  endeavored  by  correspondence  to  secure  detailed 
information  with  regard  to  the  proportion  of  costs  that 
consist  of  raw  materials — with  slender  results  thus  far. 
However,  seven  concerns  —  three  meat  packers,  one 
cordage  company,  one  farm  implement  company,  one 
snuff  company  and  one  clothing  company  —  reported 
that  the  following  percentage  of  their  total  cost  con- 
sisted of  the  cost  of  raw  materials:  88.8  per  cent;  85  per 
cent;  80  per  cent;  86.2  per  cent;  75  per  cent;  54.1  per 
cent;  and  52.7  per  cent.  F\u1;her  confirmatory  evidence 
may  be  foimd  in  the  references  cited  below.^  In  general 
there  can  be  no  doubt  that  a  much  larger  proportion  of 
the  operating  expenses  of  industrial  concerns  than  of 
railways  varies  directly  with  the  amount  of  business.* 
If  the  realization  of  this  fact  deters  the  ordinary  concern 
from  carrying  competition  too  far,  how  much  more  so 
must  this  be  true  of  those  industrial  enterprises  that 

>  Report  of  the  Federal  Trade  Commiaeion  on  the  FertiliBer  Induetiy,  pp.  zvii,  11, 
223-228;  on  the  Book-Paper  Industry,  pp.  66,  67;  on  the  Newe-Print  Paper  Industry, 
p.  90;  on  the  Beet  Sugar  Industry  in  the  United  SUtes,  pp.  75,  76;  Report  of  the  Tariff 
Commission  on  Costs  of  Production  in  the  Sugar  Industry,  pp.  14, 15;  and  Petitioner's 
Summary  of  Evidence  in  U.  8.  v.  Ameriean  Can  Co.  (No.  40),  p.  203. 

*  This  would  not  apply,  of  oourse,  to  power  costs;  for  these  ordinarily  beeome  less 
per  unit,  the  larger  the  idant. 


Digitized  byVjOOQlC 


492  QUABTBBL7  JOURNAL  OF  BOOHOMICa 

are  to  a  greater  or  lees  degree  liquidating  propoaiiaoDS. 
Clearly  the  producers  of  iron  ore,  coal,  copper,  dl,  aod 
nickel  have  a  very  definite  interest  in  reducing  their 
output  as  profits  decline,  for  they  are  using  up  an  asset 
that  cannot  be  replenished.^ 

In  this  connection  reference  may  be  made  to  the  argu- 
ment that  whenever  an  increase  in  the  size  of  the  busi- 
ness unit  brings  with  it  a  net  economic  advanti^,  the 
competition  of  competitors  ever  growing  in  size  will  be 
cutthroat.*  It  must  be  conceded  that  if  an  increase  in 
the  size  of  the  business  unit  continues  indefinitdy  to 
produce  lower  costs,  monopoly  will  result,  preceded 
possibly  by  ruinous  competition  among  concerns  striv- 
ing to  be  first  to  reach  the  low  level  of  costs  that  resutts 
from  the  production  of  the  total  output.  But  this  in- 
volves a  very  large  "  if."  It  is  more  probable  that  in 
industry  —  perhaps  not  in  railroading  —  the  increase  in 
the  size  of  the  business  unit  beyond  a  certain  point  is 
accompanied  by  rising  rather  than  falling  costs.  I  pro- 
pose at  some  later  date  to  subject  this  matter  to  search- 
ing analysis,  since  the  decision  as  to  the  solution  of  the 
trust  problem  primarily  hinges  upon  this  point;  but  for 
the  present  I  shall  assiune  that  there  is  a  stage  at  which 
an  increase  in  the  size  of  the  business  imit  in  industry 
no  longer  brings  lower  costs  per  unit  of  product,  and  that 
this  stage  is  reached  short  of  monopoly.  The  nearness 
of  the  approach  to  monopoly  varies,  of  course,  for  dif- 
ferent industries. 

4.  The  railroad  is  notably  an  industry  of  joint  cost.' 
Since  many  of  its  expenses  must  be  incurred  to  provide 

1  With  copper  selling  at  a  comparatively  low  price  (March,  1010)  the  laritr  miim 
are  producing  at  only  half  of  their  capacity,  and  some  of  the  smaller  minet  h»ve  riml 
down. 

>  See  Hobson,  Evolution  of  Modem  Capitalism  (1808),  p.  121. 

*  See  Taussig,  Quarterly  Journal  of  Economics,  voL  ▼,  pp.  438  ff.,  and  p«rtiBulai|r 
p.  466. 
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transportation  facilities  in  general,  and  cannot  there- 
fore be  scientifically  allocated  to  any  particular  traffic, 
the  railroad  ordinarily  charges  '^  what  the  traffic  will 
bear."  But  if  there  is  competition  between  railroads  for 
traffic  —  to  secure  the  larger  returns  that  result  from 
increased  business  —  rates  on  articles  that  can  bear  a 
high  freight  rate  may  nevertheless  fall  to  very  low  levels, 
since  the  "  extra  cost  '^  that  is  definitely  caused  by  the 
movement  of  the  competitive  traffic  may  be  very  low. 
This  principle,  which  is  closely  connected  with  the  fact 
of  large  fixed  plant,  holds  good  of  course  in  certain  in- 
dustries, notably  tiiose  that  yield  large  by-products. 
For  example,  an  oil  refining  company  may  sell  lubricat- 
ing oil  and  a  meat  packing  company  may  sell  hides  at 
a  price  so  low  that  it  fails  to  cover  its  ''  proper  "  share 
of  the  joint  expenses,  providing  they  can  recover  these 
expenses  and  an  adequate  profit  out  of  the  other  joint 
products.  But  in  many  industries,  such  as  steel,  sugar, 
tobacco,  etc.,  the  by-products  are  comparatively  un- 
important. 

5.  The  number  of  railroads  serving  a  ^ven  territory 
is  perforce  limited.  It  is  generally  agreed  that  competi- 
tion is  more  likely  to  be  ruinous  where  the  nimiber  of 
competitors  is  few.  If  the  number  of  competitors  is  large 
there  will  presxmiably  be  considerable  differences  in  their 
costs.  Therefore,  before  the  price  falls  so  low  as  to  be 
ruinous  to  the  industry  as  a  whole,  it  will  prove  unr&- 
mimerative  or  ruinous  to  the  high  cost  companies,  and 
they  will  gradually  retire  from  the  field.  As  they  retire 
the  output  will  decline,  and  the  price  will  tend  to  rise 
again.  In  view  of  the  fact  that  in  most  manufacturing 
industries  the  plants  are  numerous  the  tendency  toward 
ruinous  competition  is  less  active.  In  railroad  competi- 
tion, however,  there  are  usually  only  a  few  companies 
involved,  and  only  rarely  is  any  one  of  them  carrying  all 
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the  traffic  that  it  could  economically  handle.   The  ido- 
tive  to  compete  would  thus  appear  to  be  stronger. 

6.  Competition  is  hardly  likely  to  be  ruinous  except 
where  a  comparatively  slight  difference  in  price  iM. 
cause  piu^chasers  to  patronize  one  concern  rather  than 
another.  This  is  undoubtedly  the  situation  so  far  as 
railways  are  concerned.  In  earlier  days  shippers  went 
''  shopping  '^  among  the  freight  agents,  intending  to 
ship  by  the  line  that  offered  the  best  rate.  A  sli^t  dif- 
ference in  rates  at  any  time  will  suffice  where  shippers 
are  able  to  choose  without  sacrificing  their  future  po- 
sition. The  same  is  equally  true,  of  course,  of  the 
products  of  most  industrial  concerns.  However,  there 
are  notable  instances  in  the  industrial  field  where  this  is 
not  the  case.  Thus,  wherever  there  has  been  a  marked 
development  of  brands  and  trade  marks,  or  wherever 
competition  is  upon  a  quality  or  style  basis,  prices  may 
be  maintained  by  the  favored  concerns,  even  above  a 
normal  competitive  level.^  Thus,  competition  in  the  to- 
bacco, sugar,  harvester,  gunpowder,  whisky,  starch, 
bicycle,  silverware,  and  aluminum  ware  businesses,  to 
cite  but  a  few  instances,  is  held  in  check  in  this  way. 
So  far  as  the  staples  are  concerned,  there  would  appear 
to  be  no  difference  in  this  regard  between  railroads  and 
industrials. 

7.  There  are  reasons  for  thinking  that  railways  are 
less  likely  than  industrial  concerns  to  refrain  from  rate 
(or  price)  cutting  through  a  fear  of  spoiling  the  market-. 
A  reduction  in  railroad  rates  for  the  purpose  of  more 
fully  utilizing  the  equipment  may  result  in  developing 
some  new  business,  but  it  is  more  likely  to  attract  away 
from  another  line  traffic  that  will  move  anyhow.  This  is 
because  the  railways'  market  is  limited  for  the  most  part 
to  the  population  reached  by  its  plant;  and  once  this 

i  See  Bell,  Quarterly  Jounud  of  £conomioe»  voL  znii,  pu  ttSL 
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market  has  been  served,  further  traffic  can  be  secured 
only  at  the  expense  of  competitors.  In  any  event  the 
future  market  for  transportation  service  is  not  spoiled; 
for  supplies  of  transportation  facilities  cannot  be  stored 
up.^  The  reduction  of  the  prices  of  industrial  products, 
on  the  other  hand,  will  tend  to  spoil  the  future  market. 
In  part  it  may  induce  purchases  by  those  who  would  not 
be  in  the  market  at  the  normal  price  (one  covering  costs 
and  an  adequate  profit),  but  in  considerable  measure 
also  it  will  stimulate  those  who  will  buy  anyhow  to  lay 
in  their  supplies  at  the  low  level  of  prices.  Thus  whole- 
salers and  retailers  who  foresee  the  prospects  of  higher 
prices  at  a  later  date  will  stock  up;  and  when  the  de- 
mand picks  up  they  will  feed  out  these  supplies  and 
thereby  retard  the  restoration  of  normal  conditions.* 
The  market  is  in  greater  danger  of  being  spoiled  in  the 
case  of  those  commodities  for  which  the  demand  is  in- 
elastic, since  a  reduction  in  their  prices  by  definition 
fails  to  develop  much  new  business.  If  a  reduction  in 
prices  under  these  circumstances  has  any  effect,  there- 
fore, it  must  be  either  to  attract  away  the  business  of  a 
competitor  (to  his  detriment),  or  to  induce  dealers  to  lay 
in  supplies  for  the  future,  which  spoils  the  market.  In 
either  event  the  outcome  is  injurious  to  the  trade. 

Fmlhermore,  price  cutting  by  an  industrial  concern 
may  spoil  its  future  market  by  creating  an  impression  in 
the  minds  of  consmners  that  the  article  is  worth  no  more 
than  the  reduced  price  at  which  it  is  temporarily  sold, 
thus  making  it  difficult  for  the  company  to  recover  its 
trade  with  the  restoration  of  prices  to  a  remunerative 
basis.  This  point  has  especial  force  where  another  ar- 
ticle may  be  substituted  for  the  article  whose  price  has 
been  reduced.  In  the  case  of  a  railroad,  however,  such 

>  A  reduction  in  rates  may  oaose  industrial  oonoems  to  lay  in  fuel  and  oth«r  luppliea, 
and  thus  in  a  lenae  to  store  up  railroad  aenrioe.  But  obviously  this  oannot  be  earned  far. 
I  See  Marshall.  PrinctpleB  of  Eoonomios  (1888),  pp.  440,  447. 
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power  of  Bubetitution  either  does  not  exist  or  exmts  to* 
limited  extent;  and  as  a  result  there  is  less  hesitatioiiia 
cutting  rates  to  secure  business.^ 

Notwithstanding  the  foregoing  considerations  there 
are  occasions,  it  must  be  admitted,  when  competitioii 
fails  temporarily  to  establish  a  remimerative  price  to 
industry.  Dming  periods  of  industrial  depression  it  is 
quite  possible  that  the  price  of  some,  perhaps  many, 
commodities  will  fall  so  low  that  adequate  profits  sre 
not  earned  by  some  and  possibly  many  of  the  conoenis 
whose  output  is  normally  required  to  supply  the  de- 
mands. Yet  this  is  quite  different  from  saying  that  coiih 
petition  fails  to  establish  a  normal  price  sufficiently  hi^ 
to  keep  in  business  enough  firms  to  supply  the  nomud 
demand.  If  profits  are  insufficient  dming  dull  timea^ 
they  are  more  than  sufficient  during  good  times;  and  tbs 
average  return  is  likely  to  prove  adequate.  Individual 
concerns,  to  be  siu^,  come  and  go.  Those  who  have 
made  an  unthrifty  dispensation  of  the  large  profits  of 
the  good  years  may  not  have  reserves  adequate  to  tide 
them  over  the  lean  years,  but  their  place  is  taken  by 
others,  and  the  industry  does  not  die. 

Tho  the  industry  does  not  die,  yet  the  alternation  d 
periods  of  prosperity  and  depression  is  the  cause  d 
much  imcertainty  and  suffering.  There  is  thus  force  to 
the  argument  that  combination  might  be  permitted  as  % 
means  of  mitigating  the  fluctuations  of  industry.  Y^ 
this  is  not  what  is  in  the  minds  of  those  business  men 
and  capitalists  who  urge  that  competition  is  ruinous; 
what  they  allege,  as  expressed  in  our  economic  phrase- 
ology, is  that  ''  competition  fails  to  fix  a  normal  price 
remunerative  enough  to  attract  the  recxurently  neces- 
sary fresh  investments  of  capital."  It  would  appear 
that  competition  does  not  normally  break  down  in  this 

>  For  this  ■agfestion  I  am  indebtad  to  Prof evMr  F.  B.  Qarrvr. 
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regard,  and  that "  the  advocacy  [by  this  group]  of  com- 
bination as  a  means  of  avoiding  overproduction  and 
industrial  irregularity  is  commonly  but  an  excuse  for 
trying  to  build  up  a  monopoly  which  will  restrict  pro- 
duction, and  secure  (or  try  to  secure)  regularity  at  the 
expense  of  extra  levies  on  the  public."  ^ 

This  phase  of  the  matter  may  be  concluded  by  an 
additional  citation  bearing  on  the  question  at  issue. 
''  Many  persons  of  the  business  class/'  says  Professor 
Taussig,  ''  talk  nowadays  as  if  competition  were  def- 
initively ruinous  to  producers,  and  as  if  there  were  no 
escape  from  disaster  except  through  the  trust  or  Kar- 
teUJ*  ^  But ''  competition  does  not  go  on  automatically, 
or  irrespective  of  the  ultimate  outcome.  The  troubles  of 
capitalists  from  *  excessive '  competition  will  bring  in 
time  their  own  cure.  People  will  not  continue  indef- 
initely to  invest  in  industries  whose  profits  are  wiped 
out  by  cutthroat  underbidding.  The  real  source  of  diffi- 
culty for  the  capitalists,  not  clearly  perceived  by  those 
who  say  that  modem  competition  of  necessity  works  dis- 
aster, is  the  constant  pressiu^  of  new  accumulations  for 
investment,  and  the  constant  tendency  to  a  decline  of 
profits  in  known  and  established  industries."  * 

II.  Study  of  Individual  Industries 

The  industry  that  most  closely  approximates  the 
railroad  industry  as  regards  the  tendency  to  ruinous 
competition  is  perhaps  the  iron  and  steel  industry.  As 
ah-eady  pointed  out,*  the  iron  and  steel  concerns  have  a 
comparatively  high  level  of  fixed  charges,  tho  not  as 
high  as  the  railroads.  The  industry,  moreover,  is  char- 
acterized by  a  large  investment  in  fixed  and  specialized 

1  Taunis.  Priiioii»lflt  of  Eoonomiot  (1911),  yoL  ii,  p.  53. 
•IUd.,iK4a6.  •  8m  IK  488. 
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plant  devoted  to  the  production  of  a  staple  commodity, 
slight  variations  in  the  price  of  which  ¥dU  cause  pot- 
chasers  to  switch  from  one  manufacturer  to  another. 
The  number  of  producing  companies  is  small  as  cooh 
pared  with  most  industries.  Small  tho  it  be,  jret  it  is 
large  as  compared  with  the  number  of  railroad  cooh 
panics  competing  in  a  given  territory.  Moreover,  ibe 
iron  and  steel  industry  would  appear  to  be  less  distinct^ 
one  of  increasing  returns  than  the  railroad  industiy, 
since  increasing  business  always  involves  an  increased 
quantity  of  raw  materials.  While  there  are  thus  manifest 
differences  in  the  degree  to  which  competition  tends  to 
overreach  itself  in  this  industry  as  compared  with  the 
railroad  industry,  nevertheless  the  pressure  would  i^ 
pear  to  be  distinctly  greater  than  in  most  manufactu^ 
ing  businesses.  This  conclusion  arrived  at  on  a  prim 
grounds  seems  to  derive  some  support  from  the  spec- 
tacular struggle  for  supremacy  in  the  business  that  todc 
place  some  twenty  years  ago.  The  story  is  familiar  to 
all  economists,  and  need  not  be  reviewed  here.* 

Tho  conceding  that  the  competitive  struggle  betweoi 
the  iron  and  steel  concerns  during  the  period  from  189&- 
1901  might  have  had  disastrous  consequences  for  a 
nimiber  of  companies,  I  do  not  regard  it  as  established 
that  the  outcome  of  this  struggle,  had  it  been  allowed  to 
proceed,  would  have  been  ruinous  to  the  industry;  and 
particularly  if  we  may  assimie  that  a  monopoly,  if  es- 
tablished, would  not  have  been  tolerated.  Let  us  divide 
the  struggle  into  its  two  phases.  The  first  phase  related 
to  the  organization  between  1898  and  1900  of  a  number 
of  combinations  and  trusts  covering  various  branches  <rf 
the  iron  and  steel  industry;  the  second  phase  related  to 
the  organization  of  the  United  States  Steel  Corporation 

1  For  a  graphic  aooount  see  the  report  of  the  Commtorioner  of  Corpocmtiani  on  the 
Steel  Industiy,  Pt  I,  pp.  08-106;  and  Meade,  TVust  FinMiee.  pp.  loa-217. 
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itself.  To  what  63d;ent  may  it  be  said  that  these  were 
the  natural  product  of  ruinous  competition?  That  the 
profits  of  the  iron  and  steel  manuf actxu-ers  during  the 
period  of  depression  that  lasted  from  180^07  were  in 
marked  contrast  to  those  of  the  palmy  days  that  had 
preceded  the  depression  cannot  be  questioned.  The 
steel  trade  being  ''  either  a  prince  or  a  pauper  "  was  in 
the  pauper  stage  during  180^97,  and,  combination  or 
no  combination,  would  have  undergone  a  change  after 
1807  and  entered  the  prince  stage.  Is  it  not  reasonable 
to  assume  that  the  long  continued  period  of  prosperity 
from  1807  to  1906  would  have  permitted  the  steel  trade 
to  recoup  itself  for  the  inadequate  returns  of  the  lean 
years,  1893-97  ?  This  assumption  would  appear  to  be 
reasonable  in  view  of  the  fact  that  in  by  no  means  all 
branches  of  the  steel  industry  were  profits  inadequate 
(for  the  progressive  firms  at  least)  even  during  the  period 
of  dull  times. 

The  wire  branch  well  illustrates  this  point.  The  wire 
trust  (the  American  Steel  and  Wire  Company)  was  or- 
ganized in  1899.  Its  chairman  (Mr.  John  W.  Gates) 
when  asked  before  the  Industrial  Commission  whether 
it  was  fierce  competition  that  led  to  the  formation  of  the 
wire  trust  replied  in  the  negative.  It  was  formed,  he 
said, ''  because  we  wanted  to  be  the  wire  manufacturers 
of  the  world.  .  •  ."  "  The  Consolidated  Steel  and  Wire 
Company,  of  which  I  was  a  large  owner,  made  in  the 
last  three  years  of  its  existence  between  27  and  28  per 
cent  per  annum  net.  So  that  ruinous  competition  could 
hardly  be  said  to  be  the  reason  for  driving  us  together." 
..."  Our  companies  have  always  made  money."  * 

Neither  was  competition  in  the  tin  plate  industry 
ruinous.  The  profits  during  the  early  nineties  were 
enormous.  They  were  so  great  in  fact  that  many  new 

1  Indurtrial  Commkiion,  toL  i,  n^  1088, 1084. 
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mills  were  built  to  avail  themselves  of  these  profits.  Ai 
a  result  there  was  a  surplus  producing  capacity,  wbiA 
speedily  brought  prices  down  and  with  them  profiti. 
But  this  competition  was  not  ruinous  to  the  industiy. 
Every  witness  who  testified  in  the  government  suit  in 
respect  to  the  financial  condition  of  his  own  oompaqy 
at  the  time  it  was  acquired  by  the  American  Tin  Hate 
Company  admitted  either  that  it  was  doing  a  ^xdSt- 
able  business  or  was  making  some  profit.^  The  prai- 
dent  of  the  American  Tin  Plate  Company  (Mr.  Danid 
G.  Reid)  testified  before  the  Industrial  Commisaonthat 
the  majority  of  the  tin  plate  mills  were  making  monejr 
—  notMng  great,  but  a  profit.  A  number  of  mills  mm 
losing  money,  but  there  had  been  no  failures.  However, 
he  said,  there  would  have  been  failures  had  not  the 
trust  been  formed.'  Mr.  Griffiths,  a  manufacturer  of  tin 
plate  who  sold  his  plant  to  the  trust,  testified  that  during 
the  period  of  high  prices  he  had  made  as  hi^  a  profit  as 
100  per  cent;  and  that  he  had  never  made  less  than 20 
per  cent  on  his  investment.  Even  in  1898,  in  which  year 
prices  were  at  their  lowest,  his  books,  which  were  open 
to  inspection,  would  show  that  he  was  making  a  profit 
of  20  per  cent.  In  his  judgment  the  pressure  of  competi- 
tion was  not  such  as  to  necessitate  a  combination.  Why 
then  was  one  formed  ?  Because  no  matter  how  large  a 
profit  a  manufacturer  was  making  he  naturally,  de- 
clared the  witness,  looked  longingly  toward  the  period 
when  he  was  making  the  greatest  profit;  and  it  was  only 
himian  nature  to  want  to  return  to  that  condition.' 

In  the  crude  steel  branch  of  the  industry  —  as  dis- 
tinguished from  the  finished  products  branch  —  com- 
petition  was  perhaps  more  keen,  yet  it  was  not  ruinous. 

1  See  Brief  for  the  United  States  in  U.  8.  r.  U.  B,  Stmt  CorpontiQn  (Nol  014).  Ft  I, 
IK  80. 

>  Industrial  Commianon,  rol.  i,  pp.  860, 867. 
•  Ibid.,  pp.  806-808.  003. 
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Mr.  Carnegie,  head  of  the  Carnegie  Steel  Company, 
characterized  the  results  of  the  year  1807  (the  last  year 
of  the  mdustrial  depression)  as  '^  eminently  satisfac- 
tory." ^  Mr.  Schwab,  of  the  same  concern,  admitted 
that  the  company  had  earned  an  average  profit  on  all 
its  output  of  approximately  $4.00  a  ton ''  in  the  worst  of 
times." '  The  Illinois  Steel  Company,  one  of  the  leading 
manufacturers  of  heavy  steel  products,  stated  in  its 
annual  report  for  1897  that  it  had  secured  its  share  of 
the  great  increase  in  production  in  1897 ;  that  every  fur- 
nace was  then  in  blast;  that  the  condition  of  the  plants 
had  been  well  maintained;  and  that  large  sums  had  been 
expended  on  betterments  and  new  construction,  all  of 
which  had  been  met  out  of  eandngs.  This  company  had 
not  been  so  well  off  in  1896,  to  be  sure,  but  tlds  was  in 
part  because  it  had  attempted  to  make  large  profits  on 
a  comparatively  small  tonnage.  To  quote  from  the 
same  report,  "  There  has  been  a  revolution  in  this  con- 
dition of  affairs,  and  it  seems  to  have  been  demon- 
strated that  for  the  future  the  policy  of  small  profits  on 
large  tonnage  furnishes  the  best  assurance  of  success." 
Even  if,  therefore,  the  profits  during  1893-97  were  only 
moderate,  they  were  soon  to  be  followed  by  much  higher 
profits,  resulting  from  the  improved  condition  of  trade 
and  from  the  r^uction  in  costs  made  necessary  by  the 
lean  years  of  1893-97. 

The  formation  of  the  iron  and  steel  combinations  and 
trusts  from  1898-1900,  tho  it  greatly  restrained  com- 
petition in  several  branches  of  the  steel  industry,  did 
not  eliminate  it.  Indeed  it  soon  appeared  that  the  for- 
mation of  these  combinations  was  likely  to  lead  to  even 
more  vigorous  competition  than  ever.  The  mammoth 
combinations  soon  threatened  to  integrate  their  busi- 
ness so  fully  as  to  relieve  themselves  of  all  dependence 

1  Brief  for  the  United  SUtw  in  U.  S.  y.  U.  S.  Steel  Corporatioo  (So.  481),  toL  ii, 
p.  90.  *  Ibid.,  YoL  i,  p.  19. 
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upon  each  other.  Had  these  threats,  some  of  which  had 
abeady  been  translated  into  action,  been  fully  cairied 
out  the  result  would  have  been  a  producing  ci^Mcify 
vastly  exceeding  the  demand  at  remunerative  prioeBi 
followed  by  the  bankruptcy  of  the  weaker  conoenis.  It 
is  not  to  be  lightly  assumed  that  the  averting  of  the 
struggle  was  in  the  pubUc  interest.  The  strug^  would 
have  been  a  battle  of  giants,  to  be  sure,  but  when  the 
smoke  of  the  battle  had  cleared  there  would  have  been 
something  to  show  for  it  besides  ''  ruins."   The  vieton 

—  not  the  victor,  for  the  fight  would  have  ceased  kng 
before  the  elimination  of  all  of  the  competing  coDC&m 

—  would  have  emerged,  it  may  be  presumed,  with  plants 
keyed  up  to  their  maximum  efficiency  and  with  an 
ability  to  produce  at  a  new  low  level  of  costs;  and  the 
consimiers  would  have  been  spared  the  necessity  of 
paying  a  price  for  steel  products  high  enough  to  penxai 
the  building  up  of  assets  behind  the^  stock  that  was 
issued  to  call  off  the  "  dogs  of  war." 

There  will  be  those  who  will  place  a  different  interpre- 
tation upon  this  struggle.  To  them  this  whole  episode 
will  strikingly  illustrate  the  ruinous  nature  of  competi- 
tion in  the  steel  industry.  They  will  find  in  this  episode 
support  for  the  view  that  the  steel  industry,  among 
others,  is  a  natural  monopoly,  like  the  railroads.  How- 
ever, when  it  comes  to  the  larger  aspects  of  the  problem, 
it  should  be  borne  in  mind  that  the  tendency  toward 
ruinous  competition  in  industry  is  probably  at  its  great- 
est in  the  steel  industry,  the  stock  illustration  of  the 
disastrous  effects  of  competition.^ 

Another  industry  in  which  the  normal  workings  d 
competition  may  perhaps  be  regarded  as  unsatisfactory, 

1  The  aeverity  of  competition  in  the  steel  industry  has  been  intensified,  of  etmm,  hf 
our  protective  tariffs,  whose  restrictions  have  increased  the  periodic  flttotoatioaa  m  ina 
and  steel  prices.  See  Taussig  Some  Aspecto  of  the  Tariff  Question,  pp.  146^  147,  aad 
Bullock,  Quarterly  Journal  of  Economics,  vol.  xv,  pp.  206,  aOQ. 
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as  conditions  now  are,  is  the  anthracite  coal  industry. 
We  have  here  a  limited  and  localized  natural  resource, 
not  subject  to  foreign  competition,  the  demand  for 
which  is  distinctly  seasonal,  and  a  commodity  which, 
until  recent  years  at  least,  it  was  not  deemed  practicable 
to  store.  Moreover,  the  fixed  (non-variable)  expenses 
are  comparatively  large  because  of  the  huge  f  imded  obli- 
gations inciured  by  the  anthracite  coal  carriers  (or  their 
coal  companies)  in  the  process  of  securing  monopoly 
control  of  the  anthracite  deposits.^  These  huge  obli- 
gations need  not  have  been  incurred,  had  the  industry 
remained  on  a  competitive  basis,  free  from  railroad  con- 
trol. But  in  the  situation  as  it  now  exists,  the  only 
permanent  solution  of  the  problem  will  doubtless  prove 
to  be  the  public  ownership  of  the  anthracite  coal  lands. 

We  may  now  tiun  to  an  examination  of  some  of  the 
other  leading  industries  that  have  been  subjected  at  one 
time  or  another  to  trust  control. 

An  important  industry  in  which  competition  is  de- 
clared to  have  been  ruinous  is  the  harvesting  machine 
business.  In  fact,  the  organizers  of  the  International 
Harvester  Company  (the  harvester  trust)  claimed  sub- 
sequent to  its  formation  that  it  was  the  severity  of  com- 
petition that  made  a  combination  necessary.  They 
characterized  it  as  "  fierce,"  "  demoralizing,"  and  of  a 
character  "  never  known  in  any  other  business  in  the 
world."  *  One  official  went  so  far  as  to  say  that  com- 
petition was  so  fierce  that  neither  the  manufacturers 
nor  the  dealers  were  making  anything.*  Such  lugu- 
brious statements  must  generally  be  taken  with  a  grain 
of  salt;  and  in  this  particular  instance  they  do  not  ap- 
pear to  be  supported  by  the  evidence.    The  Bureau  of 

1  See  my  Anthimoite  Coal  CombinAtioii  in  the  United  States,  pp.  67,  58. 
*  See  Report  of  the  Commiaaioner  of  Corporations  on  the  International  Hanrester 
Co.,  pp.  fi»-«l. 
>  Ibid.,  p.  61. 
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Corporations  in  its  report  on  the  IntemAtional 
vaster  Company  pointed  out  that  prior  to  the  org 
tion  of  the  trust  most  of  the  larger  comjiaiiies  had 
making  considerable  profits,  and  sometimes  very 
profits.^  Some  concerns  had  failed,  it  is  true,  but 
failure  was  to  be  attributed  to  deficient  resources 
management,  or  poor  location,  rather  than  to  exo 
competition.  The  tendency  of  the  business,  it  m 
observed,  was  toward  concentration  to  secure  the 
omies  of  large  scale  production;  and  it  was  thei 
only  to  be  expected  that  some  of  the  less  importani 
cems  could  not  stand  the  pace.  Their  disappea 
merely  represented  the  **  pains  of  progress." 
I  Complete  and  altogether  satisfactory  data  on  p 

^  the  Bureau  foimd  it  impossible  to  secure.   Such  da 

•I  it  presented  were  limited  to  the  five  companies 

united  to  form  the  trust,  and  generally  covered  onl; 
five  years  from  1898  to  1902.  These  five  comps 
however,  were  representative,  since  they  included 
of  the  six  leading  manufacturers,  and  since  they 
duced  over  four-fifths  of  the  total  output  of  harve 
machines.  The  available  data  showed  that  in  ge 
the  profits  of  the  large  companies  had  been  quite 
quate  during  the  five  years  preceding  the  organic 
of  the  Harvester  Company.  The  Piano  Manufacti 
Company,  it  is  true,  had  sustained  a  deficit  in 
1900  and  1901,  and  the  profits  of  the  Milwaukee 
vester  Company  had  been  low  in  1901;  but  the  pi 
of  the  McCormick  Harvesting  Machine  Company 
of  the  Deering  Harvester  Company  (easily  the 
largest  manufacturers)  had  been  high  in  every  one  o 
five  years,  and  the  profits  of  the  Milwaukee  Harv( 
Company  and  of  Warder,  Bushnell  and  Glessner 
generally  been  high.   It  is  significant  that  a  conuni 

1  Report  of  the  Commiaeioner  of  Corporations  on  the  IntemfttiooAl  HmtmCi 
p.  88. 
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appointed  to  consider  the  advisability  of  acquiring  the 
business  of  the  five  companies  that  went  into  the  trust 
reported  that  '*  each  of  them  has  for  several  years  en- 
joyed a  prosperous,  profitable  and  growing  business. 
Each  of  the  plants  is  believed  to  be  in  excellent  condi- 
tion and  supplied  with  all  the  facilities  necessary  for 
effective  manufacturing."  ^  The  McCormick  Company 
in  particular  was  growing  rapidly.  Thus,  between  1800 
and  1002  its  assets  increased  from  $12,000,000  to  $50,- 
000,000,  all  out  of  earnings.'  The  Bureau  of  Corpora- 
tions stated  by  way  of  conclusion:  **  This  large  increase 
in  the  volume  of  business  taken  in  connection  with 
the  comparatively  high  rates  of  profits  earned  on  the 
capital  invested  is  strong  evidence  of  the  fact  that 
the  companies  which  originally  formed  the  Interna- 
tional Harvester  Company  were  generally  not  suffering 
from  excessive  competition.  The  combination,  there- 
fore, cannot  be  justified  on  the  principle  of  self- 
preservation."* 

The  sugar  refining  industry  illustrates  even  better 
than  the  harvester  industry  the  weeding  out  process  that 
characterizes  a  competitive  regime.  During  the  seven- 
ties and  eighties  competition  in  the  sugar  refining  in- 
dustry was  quite  keen;  between  1867  and  1887  about 
thirtynsix  refineries  went  out  of  business.^  However,  it 
should  be  recalled  that  it  was  during  this  period  that 
the  modem  movement  toward  large  scale  production 
manifested  itself  in  the  sugar  refining  industry;  and 
therefore  a  considerable  decline  in  the  number  of  sugar 
refining  companies  was  only  to  be  anticipated.*  It  can 

1  Brief  for  the  United  States  in  International  Hanreeter  Co.  y.  U.  S.  (No.  66),  pp. 
18. 19. 

>  Ibid.,  p.  8.  In  part  thia  growth  resulted  from  the  fact  that  during  1889-1001  no 
dividends  were  paid. 

*  Report  on  the  International  Harvester  Company,  p.  60. 

*  Vogt,  The  Sugar  Refining  Industry  in  the  United  Stotes.  p.  18. 

*  Professor  BuUook  has  pointed  out  (Atlantio  Monthly,  yoL  87,  p.  740)  that  the 
tariff,  by  enabling  domestie  refiners  to  secure  unusual  profit,  was  largely  responsSUe  for 
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hardly  be  doubted  that  as  a  result  of  the  attempt  of  the 
progressive  refiners  to  secure  the  economies  of  laqp 
scale  production  the  producing  capacity  of  the  countiy 
overran  the  consuming  capacity  at  remunerative  jniceB, 
and  that  for  a  time  the  price  of  sugar  was  not  suffideoi^ 
high  to  afford  a  satisfactory  profit.  Yet  presumably  the 
companies  that  survived  (twenty-three  in  1887,  opent- 
ing  twentynsix  plants)  ^  were  those  that  were  quidnit 
to  adapt  themselves  to  the  situation ;  and  theief oie  thoae 
that  were  fittest  to  survive.    The  elimination  of  the 
weaker  concerns  imdoubtedly  represented  a  waste  of 
capital,  but  I  cannot  agree  with  the  opinion  expreaaed 
by  Professor  Jenks  that  this  waste  was  a  decided  iojuiy 
to  the  coimtry .'  The  waste,  in  my  view,  was  more  thin 
offset  by  the  reduction  in  costs  consequent  upon  the 
adoption  of  more  efficient  methods  of  productimi.  Tem- 
porarily therefore  competition  might  be  ruinous  to  the 
industry  —  it  was  permanently  ruinous  for  the  refinen 
that  could  not  stand  the  pace  —  but  taking  a  broad 
view  it  is  reasonable  to  suppose  that  prices,  tho  p^ 
manently  on  a  lower  level,  would  nevertheless  remain 
sufficiently  high  to  remunerate  the  refiners  adequatdy. 
On  at  least  one  other  occasion  —  and  this  was  after 
the  formation  of  the  trust  (1887)  —  the  price  of  sugar 
fell  so  low  that  there  was  no  profit  to  the  refiners.  In 
order  that  there  might  be  a  profit  in  the  refining  of  sugar 
the  margin  (the  difference  between  the  price  of  raw 
sugar  and  the  finished  product)  had  during  the  late 
nineties  to  be  at  least  one-half  of  a  cent  per  poxmd,  and 
probably  more.*  Yet  dining  the  winter  of  1898-99  the 
margin  went  as  low  as  thirty-two  himdredths  of  a  cent* 

the  ezoesBiye  investment  in  the  industry;  and  that  the  case,  therefore,  doea 
trate  the  normal  workings  of  competition. 

1  Original  Petition  in  U.  S.  y.  American  Sugar  Refining  Co.,  pp.  37-40. 

>  See  Jenks  and  Clark,  The  Trust  Problem,  p.  130. 

*  See  Industrial  Commission,  vol.  i,  pp.  88,  94,  112,  160  (Teatiniony). 

«  Ibid.,  p.  138  (Testimony). 
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2    However,  the  low  price  of  refined  sugar  that  occasioned 
B    this  low  margin  resulted  directly  from  the  attempt  of 
2    the  sugar  trust  to  eliminate  its  competitors  —  **  inter- 
^    lopers  "  Mr.  Havemeyer  called  them  —  and  particularly 
'^    the  coffee  firm  of  Arbuckle  Brothers,  which  had  been 
2    attracted  into  the  sugar  business  by  the  large  profits 
?    prevailing  under  monopoly  prices.   The  trust  did  not 
succeed  in  eliminating  the  Arbuckle  fiirm,  but  it  did  sub- 
ject it  to  a  loss  of  approximately  one  and  a  quarter 
million  dollars.^    The  remaining  competitors,  however, 
proved  more  tractable,  and  all,  with  one  exception,  were 
brought  into  harmony  with  the  trust.  Mr.  Havemeyer 
characterized  this  particular  period  of  competition  as 
''  most  ruinous,"  but  if  so  it  was  not  because  competi- 
tion is  perforce  ruinous,  but  because  he  endeavored  (by 
unfair  devices)  to  make  it  so  for  those  that  ventured  to 
interfere  with  the  trust's  control  of  the  industry. 

In  the  tobacco  business  the  first  trust  to  be  organized 
was  in  the  cigarette  branch.  The  American  Tobacco 
Ck>mpany,  organized  in  1890,  represented  a  consolida- 
tion of  five  concerns  producing  05  per  cent  of  the  total 
output  of  cigarettes.  The  concentration  of  so  large  a 
percentage  of  the  coimtry's  business  in  a  few  hands  had 
resulted  from  the  increasing  use  of  machinery,  which 
was  characteristic  of  the  period  preceding  1890.*  The 
business  being  thus  concentrated,  competition  was 
naturally  severe.  Very  extensive  advertising  was  re- 
sorted to,  and  large  premiums  were  given  to  merchants 
and  consumers.  The  leading  concern,  W.  Duke,  Sons 
and  Company,  expended  in  one  year  (1899)  $800,000  in 
advertising,  or  20  per  cent  of  its  receipts.*  However,  not 

s  Hearinci  on  the  in^ettisAtioik  of  the  Amfrioan  Sawu  BeAaiag  Co.,  1911-12, 
pp.  1131,  1132. 

*  See  the  Report  of  the  CommMrioner  of  CorpormtJone  on  the  ToImooo  Indnstiy, 
ToL  i,  pp.  63,  M. 

*  Brief  uid  Argument  for  the  American  Tobaooo  Co.  in  U.  S.  r.  Amerioan  Tobaoeo 
Co.  (Noa.  810  and  817),  p.  12. 
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all  of  this  expenditure  was  made  to  secure  oompetitivB 
business;  in  part  it  was  for  the  purpose  of  warding  off 
so-called  moral  legislation  designed  to  forbid  the  use  of 
cigarettes.^  There  is  not  a  great  deal  of  evidence  to  dunr 
how  severe  this  competition  between  the  cigarette  com- 
panies was.  The  Supreme  Court  characterised  it  ss 
''  fierce  and  abnormal.''  *  Another  branch  of  the  go^ 
emment,  on  the  other  hand,  declared  that  all  of  the  fi?e 
companies  were  doing  a  profitable  and  expanding  busi- 
ness.* The  president  of  the  Duke  concern  admitted  tJiat 
his  firm,  which  was  worth  about  $250,000  in  1885,  was 
worth  $7,500,000  in  1889;  and  that  the  company's 
output  of  cigarettes  increased  from  approximately  %,- 
000,000  in  1883  to  940,000,000  in  1889.«  Certainly  the 
leading  concern  found  the  profits  of  the  business  ai<8^ 
mous,  despite  the  large  outlays  for  competitive  purposes. 
Having  effected  a  monopoly  in  the  cigarette  brandi 
the  American  Tobacco  Company  next  tiimed  its  attri- 
tion to  the  plug  tobacco  branch.  In  1893  Mr.  Duke,  the 
president  of  the  American  Tobacco  Company,  eodefr- 
vored  to  engineer  a  combination  of  plug  concerns,  but 
failing  in  this  he  instituted  in  1894  an  aggressive  cam- 
paign for  the  control  of  the  plug  business.  As  a  part  of 
the  competitive  warfare  prices  were  cut  below  cost* 
The  principal  brand  employed  in  this  fight  was  appro- 
priately termed  "  Battle  Ax."  In  1891  this  brand  had 
retailed  at  50  cents  per  pound;  in  1894  the  price  was 
reduced  to  30  cents.*  This  policy  of  price  cutting  was 
accompanied  by  an  advertising  campaign  which  was 
pushed  most  vigorously  in  the  territory  of  the  leading 
competitors.    In  some  sections,  indeed,  agents  of  the 

1  Brief  and  Argument  for  the  Amerioui  Tobaoco  Co.  in  U.  S.  y.  Amttiesa  Tobeeeo 
Co.  (Noe.  316  and  317),  p.  14.  «  221  U.  S.  157. 

*  Oricinal  Petition  in  U.  S.  y.  American  Tobaooo  Co.  (1907),  p.  14. 

*  Transcript  of  Record  in  U.  8.  y.  American  Tobaooo  Co.  (No.  660),  yoL  iy,  pp.  3Si- 
337.  *  221  U.  S.  160. 

*  Heportof  thtComniianoner  of  Corporation*  on  the  Tobaooo  IiKliwliy,inoLi,pk  91 
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American  Tobacco  Company  presented  every  man  they 
met  with  a  free  sample  of  '^  Battle  Ax/'  If  this  com- 
petition was  ruinous  to  the  trust  —  its  losses  on  the 
plug  business  from  1895-08  aggregated  over  $3,300,- 
OOO^ — how  much  more  so  must  it  have  been  ruinous  to 
the  independent  concerns  that  were  imable  to  make  up 
their  losses  in  the  plug  branch  out  of  the  enormous 
profits  of  the  cigarette  business.  Its  ruinous  character 
resulted,  however,  from  the  fact  that  the  cigarette  trust 
was  deliberately  manoeuvring  to  force  the  manufac- 
turers of  plug  tobacco  into  a  combination;  and  in  this 
plan  it  was  successful. 

The  same  tactics  were  employed  in  the  snuff  branch 
with  success;  and  in  the  cigar  branch,  but  without  suc- 
cess. In  the  cigar  branch  machinery  could  not  be  effec- 
tively employed,  as  in  the  other  branches,  and  thus  smaU 
establishments  were  at  no  great  disadvantage  as  com- 
pared with  large  ones.  As  a  result  competition  was  and 
still  is  the  chfljracteristic  feature  of  this  branch  of  the 
industry. 

The  whisky  industry  has  often  been  cited  as  illustrat- 
ing the  disastrous  nature  of  competition.  It  cannot  be 
questioned  that  there  have  been  periods  in  this  industry 
when  the  productive  capacity  was  greatly  in  excess  of 
the  consuming  capacity  at  pajdng  prices.  The  close  of 
the  Civil  War,  for  example,  found  the  country  with  dis- 
tilleries able  to  produce  three  times  as  much  whisky  as 
was  demanded.'  But  this  situation  was  the  result  of  ill- 
advised  legislation,  and  not  of  the  normal  workings  of 
competition.  The  federal  government  in  raising  rev- 
enue for  the  prosecution  of  the  Civil  War  increased  on 
numerous  occasions  the  internal  revenue  tax  on  whisky, 
but  in  each  case  it  permitted  a  considerable  period  to 

>  Report  of  the  Commlaaioxier  of  Corporations  on  the  Tobaooo  Industiy,  Tol.  i, 
p.  307. 

>  Jenks,  Politioal  Sdenoe  Quarterly,  vol.  W,  p.  298. 
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elapse  before  the  increased  rate  was  to  become  effeetivt 
Dxiring  this  interval  distilleries  were  naturally  ( 
to  their  maximum  capacity ;  for  the  stocks  thus  i 
lated  were  not  charged  the  higher  rate  of  tazatioii.  Hie 
profits  realized  by  the  distillers  during  this  period  woe 
so  great  that  many  new  distilleries  were  built  to  seearet 
share  thereof.^  Naturally  upon  the  condusicm  cS  the 
war  there  was  a  surplus  capacity,  and  particulaify  in 
view  of  the  reduced  demand  for  alcohol  in  indusby, 
which  could  not  afford  to  use  it  in  such  large  quantities 
at  high  prices. 

To  meet  this  situation  there  were  created  a  ntimberof 
pools;  and  when  these  failed  to  bring  permanent  rdief 
there  were  organized  a  series  of  concerns  aspiring  to 
trust  control.  But  these  agencies,  tho  they  increased 
for  a  time  the  profits  of  the  distillers,  did  not  succeed  in 
eliminating  the  evils  which  they  were  designed  to  cure. 
This  was  partly  because  these  organizations  overreached 
themselves.  In  the  endeavor  to  secure  lai^e  profits  th^ 
pushed  prices  to  such  a  point  that  it  was  profitable  to 
build  new  distilleries;  and  as  a  result  prices  fell  even 
lower  than  they  would  have  done  imder  conditions  d 
free  competition.*  In  1895  the  whisky  trust  (organized 
in  1887)  went  into  the  hands  of  a  receiver.  It  was 
succeeded  by  other  concerns  ambitious  to  maintain  a 
monopolistic  position,  but  none  of  them  particularly 
successful.'  They  not  only  failed  to  control  the  industry, 
but  generally  speaking  they  were  unable  to  earn  ev&k 
normal  returns.  Moreover,  the  industry  has  continued 
to  be  characterized  by  those  ups  and  downs  of  business 

*  8«e  BuUock.  Quarterly  Journal  of  Eoonomioa,  toI.  zt,  p.  306;  and  Jenka,  PoUtkal 
SoiMaee  Quarterly,  vol.  iv,  p.  29S, 

>  8m  Jenks.  Trust  Problem  (1900).  p.  149. 

*  Tlie  immediate  aurceaior  of  tlie  coocera  that  failed  waa  aerar  a  **  flonriahiic  ia- 
ttitutioa  '*;  it  nerer  paid  any  diYidends;  and  aocordiag  to  ita  preaident  **  ahnqra  «■■% 
wveek.*'  Induetrial  Commianon,  toL  i.  pp.  78  (Diceat),  MO. 
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wbich  persevere  in  industries  controlled  by  trusts  as 
well  as  in  those  subject  to  free  competition. 

There  are  a  number  of  other  industries  which  it  is  not 
proposed  to  discuss  in  much  detail,  but  as  to  which  the 
avidlable  evidence  indicates  that  the  establishment  of  a 
trust  was  not  necessitated  by  ruinous  competition. 

The  National  Cordage  Company  (the  cordage  trust) 
was  incorporated  in  1887,  and  by  1892  controlled  90  per 
cent  of  the  country's  output  of  rope  and  cordage.  Mr. 
Waterbury,  a  former  president  of  the  company,  testified 
that  every  concern  that  came  into  the  trust  had  been 
making  a  profit  for  a  great  many  years;  that  they  were 
all  practical  men  and  had  made  f  ortimes  in  the  business 
many  years  before.*  In  part,  of  course,  these  profits  may 
have  been  the  result  of  pools,  which  were  quite  common 
in  this  industry  during  the  eighties.  As  is  well  known 
the  trust  was  not  successful.  It  failed  in  1893;  and  its 
president  placed  himself  on  record  to  the  effect  that 
there  was  no  advantage  in  consolidation  in  this  in- 
dustry.* 

The  National  Wall  Paper  Company  (the  wall  paper 
trust)  was  organized  in  1892.  Tho  there  had  been  a 
profitable  pool  for  several  years  after  1880,  there  was  an 
open  market  for  five  years  prior  to  1892.  During  this 
period  prices  were  reduced  and  some  manufacturers 
withdrew  from  the  business,  yet  a  number  of  the  more 
progressive  manufacturers  prospered.  The  president  of 
the  National  Wall  Paper  Company  stated  that  most  of 
the  manufacturers  who  entered  the  trust  in  1892  indi- 
cated that  they  would  be  entirely  satisfied  if  the  new 
corporation  earned  as  large  profits  as  they  had  individ- 

1  Industrial  Cominiaaioiu  yoL  ziii,  p.  129.  Dewing  in  his  Corporftta  Promotions  and 
Reorganisations  states  (p.  162)  that  this  industry  is  oompetitive,  and  always  has  been 
and  still  is  profitable. 

>  Industrial  Commission,  vol.  xiii,  p.  135.  Another  cordage  manufacturer  ssserted 
that  while  there  mii^t  again  be  an  assoeiation  in  the  industry,  there  would  nerer  be 
another  trust     Ibid.,  p.  103. 
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1MII7 been nukkznc for ^Bf^i^^amljeus.^  AppaRntt^yth 
fore,  cGcnpecztkxi  had  doc  been  diiMBtmua  Ome 
ftfter  ftZL  experieace  ol  eight  yemrs  the  wmll  paixrtr 
fiodizig  iisdi  Qfverwbelzxicd  br  coo^xtxtian,  deddfl 
disBohre:  asd  the  opoaooa  ol  the  majority  of  its  pfa 
WB£  taken  over  by  the  wiginal  ofwners.' 

The  AxDericazL  Mahzng  C<xnpaay  (the  matt  tn 
was  formed  in  1^97.  Its  organijation  was  not  lenck 
neeerf ary  by  the  conditkHg  of  competitkiiL.  Tobea 
c<Hnpetitic»i  had  been  active,  and  in  the  period  t 
followed  the  panic  of  1S93  times  had  been  hard.  Q 
ever,  an  investigating  conmiittee  of  the  board  at  dii 
tors  of  the  company  reported  subsequently  that 
malsters  owning  the  plants  acquired  by  the  trust  1 
made  money,  and  that  when  the  company  was  organi 
there  had  been  in  the  trade  generally  a  fair  margiD 
profit.'  Mr.  Dewing  in  his  chapter  on  the  Americ 
Malting  Company  states  that  "  there  is  no  doubt  1 
that  the  malt  houses  entering  the  combination  were, 
a  whole,  on  a  paying  basis/'  ^  Moreover,  it  is  sign 
cant  that  the  largest  concern  —  Neidlinger  and  Sons 
flatly  refused  to  enter  the  combination. 

The  trust  certainly  did  not  mend  matters;  in  fact, 
made  them  worse.  Its  formation  was  soon  followed 
increased  rather  than  lessened  competition,  with  1 
result  that  the  profits  of  the  trust  amounted  to  less  tfa 
one-third  of  the  profits  of  the  constituent  compan 
diuing  the  competitive  period.* 

The  American  Bicycle  Company  (the  bicycle  trui 
was  incorporated  in  1899.  It  acquired  the  property 
forty-eight  concerns  manufactiuing  bicycles  and  bicy( 
parts.  A  careful  investigator  states  that  '^  there  is  eve 

<  Industrial  CommiMioQ,  rcL  xiii,  p.  283.  >  Ibid.,  p.  285. 

<  CommcrGial  and  Financiai  Chrooide,  toL  Izx,  p.  479. 
*  Corporate  Promotions  and  Rcocianiwtimw,  p.  273. 

»  Ibid.,  p.  304. 
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reason  to  believe  that  the  constituent  manufacturing 
sompanies  were  earning  liberal  profits/'  ^  To  be  sure, 
bhe  profits  in  1898  were  much  less  than  they  had  been 
iuring  the  halcyon  days.  During  the  years  immediately 
preceding  1895  the  business  had  been  enormously  prof- 
itable. The  demand  for  bicycles  had  far  outrun  the 
capacity  of  the  plants,  and  those  who  were  prepared  to 
manufacture  bicycles  made  very  large  profits.'  The 
business,  in  fact,  was  so  profitable  that  a  great  many 
people  embarked  in  it  expecting  to  recover  their  invest- 
ment in  two  or  three  months.  As  a  result  in  the  course 
of  a  few  years  the  supply  outran  the  demand,  and  prices 
and  profits  declined.  Tho  the  strongest  concerns  con- 
tinued to  make  money,  the  industry  was  approaching  a 
condition,  so  the  vice-president  stated,  in  which  it  was 
feared  that  even  the  strongest  concerns  could  not  realize 
a  profit.'  As  a  result  the  trust  was  formed. 

The  establishment  of  a  trust  brought  no  relief.  Hardly 
had  it  been  established  when  the  bicycle  craze  came  to 
an  end;  and  within  three  years  the  American  Bicycle 
Company  was  in  receivers'  hands.  The  neict  year  (1903) 
a  new  company  was  organized  to  take  over  the  remains 
of  the  trust.  This  company  sold  most  of  the  bicycle 
plants  or  converted  them  into  automobile  plants,  and  by 
1906  was  operating  only  three  bicycle  plants.  The  next 
year  it  also  failed.  Another  reorganization  was  carried 
through,  the  new  company  operating  only  one  plant,  in 
which  it  made  not  only  bicycles  but  also  automobile 
bodies.  In  1913,  however,  it  went  the  way  of  its  prede- 
cessors. 

The  American  Can  Company  (the  tin  can  trust)  was 
formed  in  1901.    The  federal  court  before  which  the 

1  Dewinc,  op.  dt.,  p.  2S2. 

*  See  affidATit  ol  tho  ywb-^itmdmX  of  the  AmarieMi  Bi^jrcl*  Co.,  Indnitrial  Coi»- 
DWon.  ToL  ziii,  p.  089. 
•lUd. 
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diflBolatioo  sint  agaiiist  this  compaDy  was  tried  found 
in  substance  that  while  the  industrial  depreasioa  froa 
1893-97,  c<Hnbined  with  a  sereie  price  war  in  1898,  hii 
cut  in  notably  on  the  profits  of  the  manufiictorera,  the 
returns  during  the  years  that  fcdlowed  wereaoQile.^  At 
the  time  of  the  organisation  of  the  trust  the  industij 
was  experiencing  great  prosperity.  A  few  manube- 
turersy  to  be  sure,  declared  that  they  were  ncyt  maldiig 
money  during  the  competitive  period,  yet  a  great  mmj 
admitted  that  thdr  business  had  been  pn^taUe.' 

Still  other  industries  as  to  which  it  wSD  doubtksB  be 
conceded,  without  adducing  any  evidence,  that  com- 
petition prior  to  the  establishment  of  a  trust  was  not 
ruinous  are  the  oil/  aluminum,  shoe  machinery,  eameit, 
nickel,  and  meat  industries. 

Another  group  of  industries  comprises  those  in  wfaidi 
there  is  perhaps  more  ground  for  supposing  that  com- 
petition was  distinctly  severe,  but  in  which  the  estaWsh- 
ment  of  a  trust  failed  to  mend  matters  appreciably. 

The  com  staroh  industry  illustrates  this  group.^  Up 
to  1880  this  industry  grew  very  rapidly.  During  the 
course  of  the  next  decade  the  trade  was  characterised  at 
times  by  overproduction,  low  prices  and  high  selling  ex- 
penses. It  is  noteworthy  that  the  operation  of  competi- 
tion was  unrelieved  by  pooling  agreements  of  any  kind.* 
The  first  %iee-preadent  of  the  National  Starch  Manu- 
factiuing  Company,  organized  in  1890  as  the  starch 
trust,  in  an  affidavit  stated  that ''  the  producing  capacity 

>  230  Fed.  80ft. 

>  Petitioncr'a  SommAry  of  Eridenee  in  U.  S.  t.  Amerieui  Ckn  Co.  (No.  40).  ppw  40- 
72. 

*  With  rmpect  to  thia  industiy  the  Fedcrml  Trade  CnrnmiMion  Mid:  "TVnappMB 
to  be  BO  ecooomic  oeeenitj  of  mooopoly  in  the  petriilwim  iffiiiina  indiMfay.'*  Biport 
on  the  Priee  of  GsMline  in  1915,  pp.  146-14S.  With  re^Mct  to  the  aoeinl  uwlwiialMlirj 
of  pinnt  dupliration  it  ■aid:  **  The  cost  of  audi  duplieatian  is  the  priee  of  nnnipntitHm 
and,  in  the  jodsment  of  this  Coauniaion*  in  this  indaatcy  WMnptttitiwa  is  vvrtk  tht 
priee."    Ibid..p.lM. 

«  See  Dewinc  op.  eit.,  ehapw  it  *  Ibid.,  p.  58. 
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of  all  the  plants  together  was  considerably  beyond  the 
need  of  the  market  at  remunerative  rates  '' ;  that  some 
plants  had  been  closed;  that  others  were  in  receivers' 
bands;  and  that  the  best  concerns  were  making  some 
money,  tho  not  much.^  However,  he  also  stated  that 
had  the  owners  of  the  efficient  plants  realized  the  con- 
dition of  the  poorer  plants,  they  might  possibly  have 
decided  to  remain  outside  of  the  organization  and  to 
have  attempted  to  drive  the  poorer  plants  out  of  exist- 
ence. Instead  the  poorer  plants  were  purchased  and 
closed,  thus  saddling  the  trust  with  their  cost.  From  the 
X)oint  of  view  of  the  pubUc  it  would  probably  have  been 
better  had  these  inefficient  plants  been  allowed  to  shuffle 
off  through  the  usual  process.  Be  that  as  it  may,  the 
trust  in  1893  was  obliged  to  pass  the  dividend  on  its 
second  preferred  stock  because  of  excessive  competition 
and  dull  trade,  and  shortly  thereafter  the  dividend  on 
the  first  preferred.  To  escape  the  consequences  of  the 
highly  competitive  conditions  that  continued  to  prevail 
a  new  trust  was  formed  in  1900  imder  the  name  of  the 
National  Starch  Company,  and  most  of  the  competitors 
were  absorbed.  But  the  second  company  was  no  more 
successful  than  the  first;  and  when  in  1902  it  united 
with  the  Com  Products  Company  (the  glucose  trust) 
it  was  on  the  "  verge  of  bankruptcy."  * 

The  United  States  Leather  Company  (the  sole  leather 
trust)  was  formed  in  1893.  The  vice-president  of  the 
company  testified  that  prior  to  its  organization  the  tan- 
ners kept  their  plants  running  whether  there  was  any 
money  in  it  or  not;  and  that  in  1892  there  '^  seemed  " 
to  be  an  overproduction  of  sole  leather.'  This  temporary 
condition  does  not,  of  coiurse,  necessarily  indicate  a  state 

1  Industrial  CommiaBioiu  toL  zui,  p.  072. 
>  Dewing,  op.  dt.,  p.  93. 

*  Indostrial  Commianon,  toI.  ziii,  pp.  685, 687.  Dewing,  op.  cit.,  p.  18,  states  that  in 
1802  there  were  "  signs  of  marked  overproduction." 
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id  **  nnnoos  cumpditioii."  AtftDyimtetbefonnatki 
the  trust  does  not  appev  to  have  litoagtit  idkL 
Mr.  I>vizig  pcmtfi  oat,  thb  izidostiy  is  one  in  wfaidi 
economic  ccxiditioQS  do  not  favcH*  even  lai^  scale  | 
dnctioKu  let  akxie  cmmhinatioiL.  The  neeeaeary  bm 
ment  in  {dant  is  smalL  and  both  the  raw  material  i 
the  finished  i»odiict  are  handled  under  hi^ily  comp 
tive  conditionsL  The  resuh  ms  that  the  fxioe  <rf  kfttl 
continued  to  be  fixed  upon  as  competitive  a  bau 
bef we  the  f (»mation  oC  the  company,^  and  net  pn&ts 
to  1901  were  no  fx^nter.*  Of  recent  jeaurs  the  Cent 
Leather  C<»npan3r,  which  succeeded  to  the  propoty 
the  original  ccKnpany.  has  been  ptoepetofoSt  tho  it  1 
been  subject  to  keen  competitkMi. 

The  National  Salt  Company  (wliich  effected  monc 
oly  control  shortly  after  its  f omation)  was  inoorixmt 
in  1S99.  Its  president  alleged  that  it  was  organiied 
the  manuf acturas  for  their  sdf-presovation ;  that  oo 
petition  in  many  sections  was  "  intense  and  vicioui 
affecting  not  only  prices  but  quality.*  In  some  cai 
sales  were  made  below  cost.  However,  by  these  i 
maiiLs  the  witness  did  not  mean  to  say  that  there  was 
profit  to  be  made  in  the  business.  Properties  that  wi 
well  located,  well  managed  and  producing  a  super 
grade  of  goods  made  money:  the  others  did  not.  I 
own  company  for  three  years  prior  to  its  sale  to  the  ^ 
tional  Salt  Company  averaged  20  per  cent  eveiy  yo 
but  this  was  a  verj'  well-located  property.*  As  \ 
Dewing  has  pointed  out  a  very  large  part  of  the  cost 
producing  salt  is  represented  by  interest  on  the  cost 
sinking  a  well;  and  therefore  frequently  it  is  neariy 
economical  to  operate  at  a  loss  as  to  close  the  plan 

I  Deviac  op.  est.,  p.  2o.  *  ladmuial  CoBBMioB,  wL  ai,  p^  ( 

>  Ibid.,  p.  253.  •  Ibid.,  p.  256l 

■  Tbe  rmtio  of  capital  to  aa&oal  ^vlot  of  pmductt  is  bifli  a  tkt  Hit  mimttj. 
P.4M. 
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It  was  therefore  believed  that  conflolidation  in  this 
industry  would  prove  particularly  advantageous,  tiie 
more  so  since  the  demand  for  salt  is  highly  inelastic. 

Fortunately  or  unfortunately  it  did  not  work  out  in 
this  fashion.  The  supply  of  salt  is  practically  unlimited, 
and  the  trust  foimd  it  impossible  to  maintain  the  price. 
It  suffered  heavy  losses  on  the  salt  that  it  bought  as  a 
means  of  sustaining  the  market.  Within  three  years  of 
its  formation  the  company  went  bankrupt.  The  prop- 
erty was  sold  at  public  auction;  and  the  company  dis- 
solved. Its  business  passed  over  to  the  International 
Salt  Company,  which  sold  much  of  the  property,  and 
now  confines  itself  largely  to  the  New  York  field.  Even 
it  has  not  been  prosperous,  and  its  president  has  con- 
ceded that  competition  in  this  industry  ''  will  always 
prevail."  * 

The  Asphalt  Company  of  America  (the  asphalt  trust) 
was  formed  in  1899.  The  principal  reason  for  its  organi- 
zation was  said  to  be  "the  desire  to  diminish  the  severity 
of  competition."  *  However,  it  was  conceded  that  the 
principal  companies  were  able  to  make  a  profit;  the  fear 
was  that  a  condition  was  approaching  in  which  prices 
would  be  cut  to  cost  or  even  below  cost.'  Certainly  the 
leading  concern,  the  Barber  Asphalt  Paving  Company, 
had  been  very  prosperous,  even  through  the  depression 
of  the  middle  nineties.^  The  head  of  this  concern  seems 
to  have  been  opposed  to  the  organization  of  a  trust; 
apparently  he  d^d  not  regard  the  situation  as  hopeless. 
The  combination  fever  was  in  the  air,  however,  and  he 
was  overruled.  Unfortunately  for  the  future  success  of 
the  trust  it  was  overloaded  with  bonds.  New  competi- 
tion soon  appeared  at  every  point,  and  the  company 

1  ConmMraal  and  FinancJAl  Chrooiele,  vol  88,  p.  1311. 

s  IndostriAl  CommiMion.  toL  ziii,  p.  678. 

*  Ibid.  «  Dewing,  op.  dt.,  pp.  414,  418. 
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found  itself  unable  to  meet  its  obHgatioiis.  Towaidtte 
close  of  1901  —  less  than  thiee  years  after  its  inra- 
poration  —  it  passed  into  recovers'  hands.  In  the 
reorganization  its  entire  assets  were  acquired  by  tk 
General  Asphalt  Company. 

A  final  group  of  industries  is  that  in  which  no  trart 
has  ever  been  established,  and  in  which,  thodoie, 
there  is  a  strong  presmnption  that  competition,  tlio  it 
continually  eliminates  the  inefiicient  concerns,  is  in  do 
sense  ruinous  to  the  industry.  These  industries,  to  dte 
but  a  few,  include  the  following:  automobiles;  shoes; 
soft  coal;  cotton  goods  (not  including  cotton  yam  and 
cotton  duck);  woolen  and  worsted  goods;  silk  manih 
factures;  men's  and  women's  suits;  cigars;  soap;  flour; 
and  hats. 

The  foregoing  analysis  —  theoretical,  statistical,  and 
descriptive  —  would  appear  to  justify  the  conclusion 
that  competition  in  manufacturing  industry  is  not  de- 
finitively ruinous.  The  statistical  basis  is  not  fully  ade- 
quate—  there  is  an  excellent  opportunity  here  for 
constructive  work  on  the  part  of  the  Federal  Trade 
Commission;  nevertheless  such  data  as  are  available 
point  to  marked  differences  between  the  railroad  indus- 
try, in  which  competition  does  tend  to  become  ruinous, 
and  manufacturing  industries.  Theoretical  analysis 
likewise  brings  out  these  differences;  it  appears  that  the 
factors  that  tend  to  make  railroad  competition  ruinous 
are  not  present  to  anything  like  the  same  degree  in  the 
case  of  manufacturing  enterprises.  Finally,  a  study  of 
individual  industries,  particularly  those  in  which  trusts 
have  been  formed,  establishes  that  the  competitive  re- 
turns on  the  whole  were  adequate  and  that  the  forma- 
tion of  trusts  was  seldom  necessitated  by  the  severity 
of  competition. 


Digitized  byVjOOQlC 


18  COMPETITION  IN  INDUSTRY  RUINOUS         619 

Tho  competition  is  not  generally  ruinous  in  industry, 
yet  there  may  be  particular  industries  in  which  it  does 
lead  to  disaster.  The  iron  and  steel  industry  and  the 
anthracite  coal  industry  perhaps  fall  within  this  group. 
However,  the  conclusion  as  to  these  two  businesses  must 
be  regarded  as  tentative;  it  is  intended  here  merely  to 
stress  the  importance  of  specific  analysis,  and  to  suggest 
a  method  of  approach  to  the  problem. 

EuoT  Jones. 

Lklamd  SrANTOBD  Uniybbbitt. 
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HAWTREY,  CURRENCY  AND  CREDIT;   FESHEB, 
STABILIZING  THE  DOLLARS 

Mb.  Hawtbet's  book  is  an  iiiq;x>rtant  oontributioii  to 
monetary  theory.  No  small  part  of  its  quality  lies  in  ita 
method,  for  Mr.  Hawtrey  has  undertaken  to  aiud^rse  and 
explain  step  by  step  the  actual  processes  by  which  credil  ii 
expanded  and  contracted  and  by  which  general  changes  in 
the  price  level  are  effected.  While  avoiding  any  parade  of 
erudition  he  shows  knowledge  and  appreciative  understand- 
ing of  the  established  body  of  monetary  theory.  There  is  no 
attempt  to  emphasize  or  exploit  his  own  points  of  differenoe 
with  generally  received  doctrines,  altho  such  points  of  dif- 
ference are  by  no  means  negligible.  In  short,  Mr.  Hawtrey's 
book  is  painstaking  and  sincere,  as  well  as  competent. 

If  the  book  gains  neither  the  readers  nor  the  influence  it 
deserves  it  will  be  because  Mr.  Hawtrey  is  not  a  good  expoei- 
tor.  His  style  is  unpretentious,  straightforward,  and  goi- 
erally  lucid.  But  the  organisation  of  his  argument  leaves 
much  to  be  desired.  The  reader  has  to  toil  throu^  one  long 
and  closely-printed  paragraph  after  another,  uncertain 
always  whether  he  is  on  the  threshold  of  a  new  turn  in  the 
discussion,  of  a  more  detaQed  anal3rsis  of  a  point  that  has  just 
been  presented,  of  an  important  qualification  of  scHne  gen- 
eral and  sweeping  statement,  or  of  a  succinct  summary  of  the 
stage  the  argument  has  reached.  Few  books  with  equal  daim 
to  be  read  make  equal  demands  upon  the  patience  of  the 
reader.   Mr.  Hawtrey  owes  it  to  himself  as  well  as  to  his 

»  Cuncncy  and  Cndit.  By  B.  G.  Hftwtrqr.  Loadon.  frfiBgiiMMfM,  Green  4  Go^ 
1010. 

SUbOiBiic  the  DoDar.    By  Irrint  Ffahcr.    N«v  York.  !%•  Uii»nhn  Col,  19ML 

690 


Digitized  byVjOOQlC 


BBVIKW8  821 

readers  to  put  some  sort  of  articulation  into  the  argument 
of  his  next  book. 

Turning  to  matters  of  substance,  Mr.  Hawtrey  breaks  with 
precedent  by  making  gold  subordinate  to  credit.  Credit, 
that  is,  is  held  not  to  be  merely  a  substitute  for  gold  or  even  a 
superstructure  erected  on  a  gold  foundation.  In  respect  of  its 
monetary  functions  it  is  assigned  a  position  of  priority,  while 
gold  is  pictured  as  functioning  as  an  anchor,  or  better,  per- 
haps, as  a  kind  of  gyroscopic  stabiliser  of  the  credit  system, 
setting  up  stresses  that  force  a  contraction  of  the  credit  sys- 
tem after  expansion  has  gone  to  a  certain  point.  This  view  of 
things  helps  to  give  an  air  of  reaUty  to  Mr.  Hawtrey's  account 
of  the  processes  of  the  money  market,  but  I  do  not  see  that  it 
materially  affects  his  conclusions.  They  are  what  they  would 
have  been  if  he  had  chosen  to  invert  the  order  of  functional, 
or  logical,  priority  as  between  gold  and  credit. 

But  putting  credit  into  the  foreground  makes  it  easier  for 
Mr.  Hawtrey  to  give  the  emphasis  he  desires  to  the  concept 
of  the  money  of  account.  Transferable  or  assignable  credits 
(Mr.  Hawtrey  prefers  to  call  them  debts)  against  solvent 
debtors  have  purchasing  power.  Ck)nceivably,  perhaps,  each 
credit  might  be  merely  a  right  to  receive  a  certain  amount  of  a 
particular  commodity;  different  credits  might  run  in  terms  of 
different  commodities;  and  exchange,  tho  easily  seen  not  to 
be  very  far  removed  from  barter,  might  nevertheless  be 
carried  on  by  means  of  credit  instruments.  But  in  fact  a  unit 
for  the  measurements  of  credit  '*  is  indispensable.^'  This  is  the 
money  of  account.  Prices,  too,  are  stated  in  terms  of  the 
money  of  accoimt,  for  every  sale  creates  a  credit,  even  where 
the  credit  is  immediately  extinguished  by  a  money  pa3rment. 

With  Mr.  Hawtrey's  nominalistic  views,  such  as  that  even 
where  there  is  no  money  in  circulation  a  money  of  account, 
''scmiething  wholly  conventional  and  arbitrary,"  is  possible, 
I  cannot  agree.  Nor  do  I  believe  that  it  can  even  ''occa- 
flionally  happen"  that  the  unit  of  the  money  of  account  and 
the  unit  of  liie  money  in  circulation  do  not  correspond.  For 
credits  are  nothing  but  rights  to  receive  stipulated  amounts  of 
the  Qeg^  tender)  monkBy  of  droulation,  and  are  of  n&oemty 
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cxtircoBcd  in  the  same  unit.  There  may  be  a  differeneei 
name  (as  between  RhillingB  and  dollars  in  the  Amerioi 
cdoniee),  but  in  such  cases  the  unit  of  the  mon^  of  aoooot 
is  in  fact  merely  a  fraction  or  a  multiple  of  the  unit  of  tk 
money  of  circulation. 

But  even  if  a  money  of  account,  disassociated  fromamoav 
of  circulation,  were  possible,  it  is  probable  that  Mr.  Hawticj 
is  rig^t  in  thinking  that  it  would  lack  stability,  that  n 
expansion  or  contraction  of  credit,  once  initiated,  along  «i& 
the  accompanying  upward  or  downward  movement  of  priees, 
would  tend  to  continue  in  a  cumulative  way,  without  an  ef- 
fective limit.  An  expansion  of  credit  would  create  a  hi^ 
price  level  and  the  hi^^ier  price  level  would  make  poesiUeiiid 
even  necessary  a  further  expansion  of  credit.  Under  favtv- 
able  conditions  this  process  of  reciprocal  response  mi^t  po- 
petuate  itself  indefinitely. 

Under  actual  conditions,  where  the  money  of  account  k 
identified  with  the  money  of  circulation,  it  is  of  course  the 
relative  inelasticity  of  the  supply  of  legal  tender,  and  apb- 
cially  of  gold,  revealing  itself  in  a  growing  pressure  upon 
bank  reserves,  that  sets  a  limit  to  the  expansion  of  credit  and 
the  rise  of  prices.  Mr.  Hawtrey's  account  of  the  ordinaiy 
succession  of  events  in  a  period  of  expansion  is  possibly  hie 
most  substantial  achievement.  In  particular  his  analysiB  of 
the  respective  parts  played  by  manufacturers,  merchants,  and 
consumers  is  enlightening  and  for  the  most  part  persuasive. 

But  I  am  not  sure  that  Mr.  Hawtrey  is  altogether  succearfal 
in  his  attempt  to  derive  from  his  analysis  of  the  expansion  of 
credit  a  set  of  new  concepts  —  "consumers'  income,"  "con- 
sumers' outlay,"  "the  unspent  margin  "  —  and  to  fonnulate 
his  general  theory  in  terms  of  those  concepts.  His  account  of 
the  process  is  lucid  and  realistic;  his  attempt  to  explain  the 
process  in  abstract  and  general  terms  is  obscure  and  seem- 
ingly somewhat  confused. 

His  purpose,  however,  is  laudable.  He  is  not  satisfied  with 
the  conventional  formulations  of  the  quantity  theory,  and 
the  "equation  of  exchange,"  however  valid,  does  not  seem 
to  him  to  have  much  significance.  This  is  partly  because  Ifr. 
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Hawtrey  is  less  interested  in  imagined  states  of  knon^tary 
equilibrium  than  in  what  Professor  Irving  Fisher  would  call- 
'^transition  periods/'  for  these  latter  seem  to  Mr.  Hawtrey, 
as  to  many  others,  to  hold  the  stage  most  of  the  time,  and  to. 
include  the  monetary  phenomena  most  worthy  of  careful, 
study.  Moreover,  Mr.  Hawtrey  holds  that  two  of  the  magni* 
tudes  which  enter  into  the  equation  of  exchang0  —  the  vol- 
ume of  trade  and  the  rapidity  of  circulation  of  money  and 
eredit  —  are  not  themselves  of  separate  importance. 

In  the  aggregate  of  transactions  the  groes  total  of  business  trans- 
aetions,  where  goods  or  securities  are  bought  in  order  to  be  sold  again, 
win  count  for  enormously  more  than  the  expenditure  of  the  private 
individual.  .  .  .  The  turnover  of  the  trader  may  be  many  times 
greater  than  his  income,  and  his  bank  balance  is  far  smaller  in  pro- 
portion to  his  turnover.  .  .  .  The  traders'  turnover  counts  for  far 
more  in  the  total  than  its  actual  share  in  determining  the  quantity 
of  purchasing  power  in  circulation  would  justify,  and  its  amount  is 
affected  by  capricious  and  uncertain  factors.  And  the  rapidity  of 
circulation  of  money  or  credit  is  not  a  phenomenon  which  enters 
directly  into  any  one's  experience.  .  .  .  If  any  circumstances  affect 
the  rapidity  of  circulation  of  money  it  can  only  be  indirectly,  by 
affecting  balances.  (Pp.  47,  48.) 

There  is  much  force  in  this  criticism.  The  equation  of  ex- 
change does  not  carry  one  very  far  into  monetary  theory. 
Perhaps  a  more  significant  general  statement  of  the  relation 
between  money  and  the  price  level  is  possible.  Mr.  Hawtrey 
himself  proffers  an  alternative  formulation.  If  I  understand 
it,  and  I  am  not  sure  that  I  do  (the  reader  may  prefer  to  con- 
sult Mr.  Hawtrejr's  book,  at  pages  34  and  164),  it  amounts  to 
nothing  more  than  the  statement  that  what  he  calls  the  ''un- 
spent margin,"  i.  e.,  the  money  in  circulation  plus  the  bank 
credits  outstanding,  is  measured  as  a  sum  or  quantity  in  the 
units  in  which  prices  are  stated.  Any  change  in  the  magni- 
tude of  the  unit  will  be  accompanied  by  an  inversely  propor- 
tional change  both  in  the  number  or  ''quantity"  of  units  and 
in  prices. 

Just  what  does  this  mean  and  how  significant  is  it  7  Make 
the  dime  instead  of  the  dollar  the  monetary  unit,  and  prices 
and  the  number  of  monetary  units  will  be  increased  tenfold. 
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l8thiBadiaii0emthe''q[iiaiitity''of  money  7  NotevcqfW 
wiD  agree  that  cotiinK  down  tbe  weifl^t  of  the  1^^ 
from  25^  graioB  to  2^  graioB  would  be  properiy  inhapwhi 
ae  a  tenfold  increase  in  the  quantity  <rf  mcm^.  Quanti^ 
depends,  some  will  say,  upon  the  magnitude  of  the  unit  m 
wdl  as  upon  the  number  of  unitB.  Bat  Bifr.  Hawtney's  qios* 
tity  theory  is  not  iHudly  diq>osed  of  by  waakt  oonsidentiim 
If,  beside  credit  instruments,  th»e  weie  no  UKmey  save  Mr. 
Hawtrejr's  hypothetical  mon^  of  account,  the  monelttj 
unit  would  have  no  magnitude  except  a  vahie  magnitude,  oe- 
pressed  by  its  rdations  to  coimnodities  and  servioee  in  geneiri, 
that  is  inversely)  by  prices.  The  quantity  of  mon^  wooU 
be  merely  the  sum  of  the  money  units  in  the  credit  inslni- 
ments  outstanding.  This  could  be  interpreted  only  as  (1)  an 
abstract  number  or  (2)  a  sum  of  purdiasing  power.  Purdun- 
ing  power  being  inv^^y  proporticmal  to  prices,  the  quantilT 
of  money  would  be  more  or  less  according  as  prices  wm 
hij^ier  or  lower.  The  quantity  theory,  in  fact,  would  be 
wholly  contained  within  the  phrase  "quantity  of  mongr. 
In  these  respects  an  inconvertible  paper  currency,  wfaoQr 
divorced  from  a  commodity  standard  of  value,  does  not  differ 
from  a  money  of  account.  Its  quantity  is  its  value,  or  dee  is 
a  mere  number.  Most  of  the  expounders  of  the  quantity 
theory,  I  suppose,  would  be  content  to  define  quantity  in  this 
case  as  mere  number.  If  so,  must  not  the  change  fitxn  dollais 
to  dimes  be  held  to  be  an  increase  in  the  quantity  of  mcxiey  T 
But  the  significant  problem,  as  Mr.  Hawtrey  fully  realises, 
is  of  the  effect  of  an  initial  change  in  the  number  of  monetary 
units  rather  than  in  the  magnitude  of  the  monetary  unit.  For 
this  problem,  he  confesses,  his  formulation  of  the  quantity 
theory  is  inadequate.  It  is  here  that  he  has  recourse  to  the 
acute  anal3r8i8  and  the  awkward  exposition  to  which  I  have 
referred  above.  In  large  measure  this  part  of  the  discuaaioB 
is  a  development  and  a  more  rigorous  treatment  <rf  points 
made  in  Mr.  Hawtrey's  earlier  book  on  Good  and  Bad  Twd/t. 
(For  the  general  reader  the  earlier  book  may  be  more  safely 
recommended  than  the  present  work.)  It  is  impossible  hefs 
to  follow  into  all  of  the  intricacies  of  Btfr.  Hawtrey's  analysii. 
Its  general  outlines  only  can  be  indicated. 
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An  increase  in  bank  credit  in  the  form  of  ad  vanoes  to  maiitt* 
facturers  and  merchants  is  paid  out  in  the  form  ot  the  ex- 
peoses  (and  profits)  of  production  and  distribution  and 
becomes  ''consumers'  income."  If  purchases  C consumers' 
outlay")  just  keep  pace  with  the  increase  in  consumers'  in- 
come they  will  enable  the  dealers  to  take  up  their  obligations 
38  they  mature,  altho  they  will  have  to  give  new  orders,  lead- 
ing to  fresh  creations  of  bank  credit,  to  replenish  their  de- 
pleted stocks.  If  outlay  lags  behind  income,  consumers' 
balances  of  money  and  credit  (the  ''unspent  margin")  will 
increase.  The  more  rapidly  the  unspent  margin  increases  the 
dcwer  will  be  the  advance  of  prices.  A  rise  of  prices  results 
from  the  use  of  purchasing  power,  not  from  its  accumulation. 

During  a  period  of  depression  a  considerable  acceleration 
of  the  rate  at  which  credit  is  created  is  possible  without  an 
accompan3ang  rise  in  prices.  But  sooner  or  later  the  increase 
of  credit,  i.  e.,  of  purchasing  power,  presses  against  the  produc- 
tive resources  of  the  country,  and  prices  rise.  The  increasing 
price  level  on  the  one  hand,  and  the  supply  and  demand  of 
credit  on  the  other,  react  on  each  other  with  cumulative 
eCFect.  Under  ordinary  conditions  there  is  no  halting  the 
process  until  bank  reserves  become  inadequate  and  discount 
rates  have  to  be  raised.  Even  then  some  further  inflation  is 
latent  in  the  situation,  for  producers  have  unfilled  orders  on 
their  books.  And  bank  reserves  are  likely  to  be  further  de- 
puted: wages  have  very  likely  not  reached  their  peak,  and  for 
this  and  other  reasons  less  money  has  been  drawn  into  hand- 
to-hand  circulation  than  the  high  price  level  would  justify. 

With  some  relatively  unimportant  qualifications  I  can  ac- 
cept this  as  an  outline  of  the  general  mechanism  of  a  period  of 
credit  expansion.  I  cannot  see,  however,  that  the  "unspent 
margin"  is  properly  a  part  of  the  explanation,  except  so  far 
as  it  enables  Mr.  Hawtrey  to  give  a  paradoxical  twist  to  the 
quantity  theory.  I  even  doubt  the  truth  of  the  paradox. 
The  more  rapidly  consumers  spend  their  incomes,  the  more 
rapidly,  in  general,  will  fresh  orders  by  dealers  lead  to  the 
creation  of  new  credit,  and  the  more  rapidly  will "  consumers' 
income"  be  augmented.  The  uni^)ent  margin  (a  misleading 
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phrase)  is  likely  to  be  replenished  in  a  period  of  rising  prim 
more  rapidly  than  it  is  depleted.  On  these  and  on  other  nut- 
ters Mr.  Hawtrey  might  either  have  brought  himself  to  re- 
vise his  own  opinions  or  have  removed  the  doubts  of  hs 
readers  if  he  had  tested  and  controlled  his  conclusions  by  tlie 
use  of  statistios. 

In  some  of  its  details  Mr.  Hawtrey's  account  is,  as  mig^tbe 
expected,  a  more  accurate  interpretation  of  English  than  of 
American  conditions.  He  is  preoccupied  with  the  monetaiy 
side  of  manufacturing  and  trading  occupations  and  gives  littk 
attention  to  those  variations  in  farmers'  incomes  which  pby 
so  important  a  part  in  the  fluctuations  of  the  American  money 
market.  Again,  his  general  statement  that  credit  expands 
and  prices  advance  until  an  adverse  movement  of  the  f orejpi 
exchanges  gives  the  first  signal  of  danger  to  bank  reserves 
does  not  hold,  unless  many  exceptions  are  made,  for  pre-war 
conditions  in  the  United  States.  His  discussion  of  the  process 
by  which  credit  is  contracted,  altho  not  neglecting  the  prob- 
lems of  countries  which  do  not  ''finance  their  own  exports  or 
imports,"  is  primarily  concerned  with  the  pre-war  mechanism 
of  the  London  money  market. 

I  have  selected  for  conmient  those  portions  of  Mr.  Haw- 
trey's  book  which  have  the  best  claim  to  be  called  contribu- 
tions to  monetary  theory  and  to  which  he  himself  attaches 
most  importance.  In  his  accounts  of  international  curroicy 
movements,  of  coinage  problems,  of  the  relation  of  war  finance 
to  inflation,  and  of  the  general  theory  of  banking  operations, 
American  economists  will  find  fresh  points  of  view,  but  little 
of  large  significance  that  is  wholly  new.  There  will  be  dissent, 
no  doubt,  at  minor  points,  such,  for  example,  as  Mr.  Haw- 
trey's  thesis  that  the  adequacy  of  bank  reserves  is  a  matt^  of 
their  absolute  amount  rather  than  of  their  ratio  to  bank 
liabilities.  There  are  some  remarkably  fresh,  interesting,  and 
well-informed  chapters  on  such  well-worn  topics  as  the  as- 
signats,  the  Bank  restriction  of  1797,  and  the  history  of  the 
gold  standard. 

On  the  largest  monetary  problems  of  the  day  —  d^atioo 
and  the  future  of  the  gold  standard  —  Mr.  Hawtrqr,  like  aiqr 
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writer  who  knows  the  magnitude  of  the  unknown  f acton  in 
the  situation,  is  inconclusive.  Two  observations,  however, 
are  worth  quoting:  ''Deflation  and  capital  restoration,  not- 
withstanding that  taxation  and  other  severe  financial  methods 
favor  both,  must  be  regarded  as  in  some  degree  rivals.  Pur- 
chasing power  which  is  applied  to  the  one  is  diverted  from  the 
other.  The  problems  of  tiie  finance  of  recuperation  are  largely 
theconsequenceof  this  rivahry."  And  again:  ''During  the  war, 
wages  have  everywhere  been  increased  in  a  very  high  pro- 
portion. It  seems  not  unlikely  that  the  difficulty  of  reducing 
them  again  will  be  the  determining  factor  in  the  settlement  (A 
the  future  monetary  units." 

Professor  Fisher's  new  book  does  not  call,  as  a  whole,  for 
extended  conunent.  Economists  are  familiar  with  Professor 
Fisher's  plan  for  varying  the  amount  of  gold  in  the  monetary 
unit  in  accordance  with  the  showings  of  an  officially-kept 
index  number  of  prices.  It  has  been  critically  discussed  in 
this  and  other  journals.  Undoubtedly  it  has  won  for  itself  an 
increasing  measure  of  support.  Possibly  Professor  Fisher 
does  not  go  too  far  when  he  says  in  his  preface,  "By  this  time 
[1918]  academic  economists  had  been  largely  won  over  to  the 
idea,  it  having  run  the  gantlet  of  their  criticism  for  several 
years."  My  own  impression,  however,  is  rather  that  the  gen- 
eral attitude  of  competent  academic  opinion  could  be  more 
accurately  described  as  open-minded,  receptive,  in  some 
measure  acquiescent,  but  nevertheless  doubtful  and  even  skep- 
tical with  respect  to  the  practical  feasibility  of  the  plan. 

This  nonconunittal  attitude  cannot  fairly  be  explained  as 
an  instance  of  the  hesitancy  sometimes  supposed  to  char- 
acterize the  academic  scholar.  There  are  many  who  would  be 
glad  to  see  the  experiment  made  who  remain  doubtful  as  to  its 
outcome.  The  fact  is  that  the  repercussions  of  the  stabilizing 
operations  upon  banking,  upon  foreign  trade,  and  upon  busi- 
ness enterprise  and  industrial  progress  in  general,  are  exceed- 
ingly complex  matters.  They  need  more  accurate  and  more 
thorogoing  analysis  than  they  have  yet  received.  Professor 
Fisher's  unusual  power  of  broad  and  yet  precise  generalization 
leads  him  sometimes  to  oversimplify  his  problems. 
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The  body  of  the  book  is  made  up  of  propaganda  addr 
to  the  general  reader.  There  is  an  elementaiy  explaoati 
the  scheme  and  of  the  evils  which  it  is  deaigned  to  eure.  ] 
are  taken  to  anticipate  different  sorts  of  misimdentaii 
and  adverse  arguments.  All  this,  as  one  expects  of  Fid 
Fisher,  is  carefully  arranged  and  lucidly  presmted.  Hi 
done  weU,  for  example,  to  plot  all  of  his  diagrams  on 
garithmic  vertical  scale.  The  point  of  interest,  of  eour 
the  relative  rather  than  the  absolute  change  in  the  price  1 

Economists  will  have  more  interest  in  the  sevCTsl  Bf 
dices  in  which  Professor  Fisher  develops  the  technical  di 
of  his  plan.  From  among  a  number  of  specific  proposab 
invite  conunent  I  select  two  which  seem  to  me  to  hai^ 
important  relation  to  the  general  principles  upon  whid 
whole  scheme  rests.  These  topics  are  the  managonent  ol 
gold  reserves  and  the  structure  of  the  index  number. 

The  problem  of  the  maintenance  of  adequate  gold  rese 
back  of  the  ''gold  bullion  dollar  certificates''  has  many 
plexing  features.  If  prices  tend  to  increase,  the  outstan 
certificates  will,  under  the  stabilisation  plan,  be  redeem 
in  increasing  amounts  of  gold.  The  reserves  might  easilj 
come  less  than  a  100  per  cent  cover  for  the  certificates.  ¥ 
prices  tendencies  are  downward  surplus  reserves  will  be 
cumulated.  If  the  reserves  were  allowed  to  fluctuate  freel 
this  manner  there  is  a  possibility  that  in  the  long  run 
pluses  might  balance  deficits,  but  there  is  also  a  poesib 
that  the  reserves  might  be  exhausted,  or  reduced  to  a  p 
where  confidence  in  them  would  be  lost.  But,  as  Frofc 
Fisher  suggests,  the  reserves  might  be  kept  at  100  per  cen 
withdrawing  certificates  from  circulation  or  by  issuing  a 
tional  certificates  at  the  expense  or  to  the  profit  of  the  gov 
ment.  This  contraction  or  expansion  of  the  currency,  : 
clear,  would  augment  the  effect  on  prices  of  the  last  prev 
correction  in  the  mint  price  of  gold. 

The  plan  Professor  Fisher  prefers,  however,  is  to  fix 
legal  reserve  at  50  per  cent  of  the  certificates  outstanding 
which  case  they  should  be  called  notes)  and  to  regard  ( 
accumulations  in  excess  of  the  amount  so  detmmined 
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''amrphB/'  The  surplus,  he  suggests,  mig^t  be  used  to  pur- 
chase government  bonds,  which  could  be  sold  and  the  certifi* 
cates  thus  obtained  retired,  if  at  any  time  the  reserve  should 
become  impaired.  The  initial  operation  of  exchanging  gold 
for  bonds  would  in  some  measure  defeat  its  own  purpose,  for 
it  would  cheapen  gold,  raise  prices,  decrease  the  redemption 
price  of  gold  at  the  mint,  bring  the  reserve  down  below  the 
£0  per  cent  line,  and  necessitate  the  sale  of  bonds.  I  do  not 
agree  with  Professor  Fisher  that  the  effects  of  these  gold  sales 
upon  the  price  level  might  be  offset  by  the  diminution  of  the 
aupply  of  bonds  available  for  coUatcoral  at  the  banks.  The 
problem  is  too  complicated  to  be  discussed  in  a  review,  but  it 
obviously  hinges  upon  the  degree  of  elasticity  of  the  market 
for  gold,  as  well  as  upon  the  extent  to  which,  at  the  time, 
government  bonds  are  themselves  carried  by  bank  loans. 

"This  system,"  says  Professor  Fisher,  "would  recognise  the 
needless  waste  involved  in  a  100  per  cent,  or  other  high  re> 
serve."  I  fear  that  Prof essor  Fisher  is  here  giving  currency  to 
a  fallacy  which  one  encounters  only  too  frequently,  especially 
in  discussions  of  the  advantages  of  the  gold-exchange  stand- 
ard. In  the  long  run  there  is  no  real  economy  in  reducing 
gold  reserves,  except  as  the  industrial  demands  for  gold  are 
more  easily  met  and,  at  the  same  time,  gold  mining  repressed. 
Economies  of  this  sort  are  not  what  Professor  Fisher  has  in 
mind,  for,  as  we  have  just  seen,  he  does  not  believe  that  a 
reduction  of  the  gold  reserve  need  be  accompanied  by  a  fail 
in  the  value  of  gold. 

One  of  the  objections  made  to  Professor  Fisher's  plan,  in  its 
original  foim,  was  that  the  ordinaiy  index  number  of  the 
general  price  level  covers  a  multitude  of  conmiodities  whose 
price  movements  are  relatively  sluggish.  Just  as  changes  in 
retail  prices  usually  lag  behind  changes  in  wholesale  prices, 
so  wlK)lesale  prices  themselves  are  of  different  degrees  of 
responsiveness  to  changing  monetary  conditions.  There  is 
a  chance,  therefore,  that  the  movements  of  the  index  num- 
ber, held  back  by  these  relatively  sluggish  and  unrespon- 
sive conmiodities,  might  indicate  that  the  mint  price  of  gold 
diould,  for  example,  be  decreased,  even  tho  earlier  corrections 
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had  already  initiated  a  downward  movemoit  in  prioeB,  vk 
detected  as  yet  by  the  index  numba*.  It  was  aoooidiii^f 
suggested  that  a  sdective  rather  than  a  general  index  nmidxr 
riiould  be  used. 

Professor  Fisher  has  now  constructed  an  indexnumber  baaed 
on  155  series  of  price  quotations,  covering  75  e^^edally  sess- 
tive  commodities.  It  shows  as  between  1913  and  Juify,  1919, 
a  rise  of  130  per  cent  as  against  116  ptf  cent  shown  by  the 
Bureau  of  Labor  Statistics  index  number  of  whcdesale  prioeB, 
and  this  comparison  falls  short  of  revealing  its  superior  seish 
tiveness.  It  lags  behind  changes  in  the  amount  of  monQr  m 
circulation,  Professor  Fisher  thinks,  by  about  a  month. 

The  use  of  a  special  index  number  of  this  type  narrows  the 
conunodity  basis  with  reference  to  which  changes  in  the  vahe 
of  money  are  to  be  detennined.  It  will  not  meet  with  the  ap- 
proval of  those  critics  of  Professor  Fisher's  plan  who  bdieve 
it  should  not  be  based  upon  wholesale  prices  alone,  but  that 
retail  prices,  rents,  wages,  and  possibly  other  items  should  be 
taken  into  account.  The  index  number,  in  the  view  of  such 
critics,  should  be  one  on  which  a  just  standard  of  deferred 
payments  might  be  based.  The  old  controversies  aboat 
<' conunodity  standards,"  ''utility  standards,"  and  ''labor 
standards"  have  seemed  likely  to  be  revived  in  some  (rf  thar 
discussions. 

These  critics,  of  course,  miss  the  whole  point  of  Professor 
Fisher's  proposals.  His  index  number  is  not  and  should  not  be 
the  t3rpe  of  index  number  which  would  indicate  the  degree  to 
which  debts  might  justly  be  scaled  up  or  down.  It  is  merdy 
part  of  a  mechanism  which,  if  successful,  would  not  so  mudi 
afford  in  itself  a  just  standard  of  deferred  payments  as  do 
away  with  that  problem  altogether.  For  this  purpose  there 
can  be  small  doubt  that  a  selective  index  number,  based  on 
the  wholesale  prices  of  conmiodities  that  are  particularly 
responsive  to  monetary  influences,  is  best. 

The  most  significant  thing  about  Professor  Fisher's  index 
number  is  that  it  is  made  up  very  largely  of  important  im- 
ported conmiodities,  together  with  commodities  which  figure 
largely  in  om:  exports  and  goods  into  which  imported  or  ex- 
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portable  oommoditiee  enter  as  raw  materials.  This  fact  is 
doeely  oonnected  with  a  point  which,  more  than  anything 
else,  has  made  me  doubtful  of  the  practicability  of  a  purely 
national  undertaking  to  stabilise  the  dollar. 

Assume,  for  example,  that  new  supplies  of  gold  are  pressing 
'  prices  upward.  Domestic  prices  are  held  down  by  decreasing 
the  mint  price  of  gold.  Not  all  prices  will  be  simultaneously 
affected  by  this  operation.  For  some  commodities  the  diminu- 
tion in  price  or  the  retardation  of  the  upward  movement  will 
<x>me  slowly  and,  to  producers  and  consumers  alike,  imper- 
ceptibly. But  goods  for  which  the  market  is  international 
will  be  affected  at  once.  Their  domestic  prices  will  drop  rela- 
tively to  their  prices  in  foreign  markets  by  an  amount  which 
will  just  correspond  to  the  fall  in  the  price  of  foreign  ex- 
change, which  in  turn  will  correspond  to  the  decrease  in  the 
mint  price  of  gold.  Where  the  foreign  market  is  of  dominat- 
ing importance  the  drop  in  the  domestic  price  of  imported 
or  exportable  goods  may  in  itself  be  equal  to  the  amount  of 
''correction"  applied  to  the  dollar,  and  this  is  likely  to  be 
the  initial  effect  in  most  cases. 

During  a  year  in  which  the  mint  price  of  gold  is  reduced 
at  each  of  a  number  of  successive  periods,  the  decline  in  the 
prices  of  the  commodities  which  have  an  international  market, 
relative  to  the  more  slowly<4noving  prices  of  other  goods,  may 
be  considerable.  Importers  will  gain  as  exporters  lose;  and,  of 
course,  when  the  general  tendency  of  prices  is  in  the  other 
direction  their  relative  positions  will  be  reversed.  But  I  am 
very  doubtful  whether  a  decline  of  even  a  few  cents  a  pound 
in  tiie  price  of  cotton,  directly  attributable  to  the  action  of  the 
government,  in  a  period  when  many  commodities  may  be 
increasing  in  price,  would  be  viewed  with  equanimity  by  cot- 
ton growers.  I  should  expect  that  such  things  as  this  would 
make  the  plan  politically  unpopular,  and  hence  impracticable. 

At  any  rate  I  do  not  believe  that  Professor  Fisher  will  gain 
much  support  among  economists  for  his  proposal  that  the 
present  high  level  of  prices  should  be  stabilized.  That  high 
level  is  supported  by  credit  expansion  at  home,  but  also  in 
part  by  credit  expansion  in  Europe.  A  general  collapse  of  the 


Digitized  byVjOOQlC 


632  QUARTBRLY  JOURNAL  OF  BCONOMIC8 

European  credit  structure,  with  enforced  liquidation^  m 
easOy  drain  so  much  gold  from  us  that  our  price  level  cool 
maintained  only  by  transforming  our  "bullion  oertificai 
into  inconvertible  notes.  I  am  not  sure  that  Ptofesaor  Fi 
would  object  to  this.  In  this  book  he  puts  more  empl 
than  before  upon  the  control  of  prices  by  the  contnd  d 
number  of  certificates  in  circulation  and  lees  upon  the  di 
^ect  of  changing  the  amount  of  gold  in  the  monetary  ui 

AixTN  A.  Yoi 
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USHER,  INTRODUCTION  TO  THE  INDUSTRY 
HISTORY  OF  ENGLAND » 

It  is  a  trite  8a3ring  that  the  Holy  Roman  Empire  was 
holy,  not  Roman,  and  not  an  empire.  And  so  with 
scholarly  book  under  review:  it  is  too  advanced  to  be  ca 
an  Introduction;  it  is  not  strictly  confined  to  industrial 
tory;  and  it  is  not  exclusively  concerned  with  EIngland.  1 
long  chapters  deal  with  manufacture  outside  of  England 
the  ancient  world  and  in  medieval  France.  In  a  book  on 
general  history  of  industry,  such  studies  would  be  necesa 
but  since  there  is  no  proved  connection  between  the  indui 
of  the  ancient  period  and  of  medieval  France  on  the 
hand  and  English  industry  on  the  other,  some  may  quest 
whether  the  author  is  justified  in  going  so  far  afield.  The  fi 
ject  of  English  history  is  introduced,  not  by  a  chapter 
Anglo-Saxon  industry  but  by  one  on  "  The  Populatioi 
England,  1086-1700."  Then  follows  a  chapter  on  the  " 
lage  and  Manor,"  satisfactory  in  itself  but  not  made  c 
tributory  to  the  general  theme  of  industrial  histoiy.  Thi 

1  An  Introduction  to  th«  Industrial  History  of  EngUnd.  By  A.  P.  Uihflr,  Aam 
PtofeMor  of  EcoDomict,  Cornell  University.  Hoochtoo  Bfifflin  Ca,  1090.  Tp 
fi20.    t2.6a 
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^  pages  on  town  trade  cany  us  further  in  the  latter  field.  We 
g  art  nearer  to  English  industry  in  the  eighth  chapter,  "  The 
^  Development  ct  Gilds  in  England";  but  it  is  not  until 
^  two-fifths  of  the  space  have  been  used  that  we  arrive  at  man- 
,  ufacture  in  the  narrow  sense,  in  a  chapter  on ''  The  Woolen 
^  Industries,  1450-1750."    At  this  point  we  think  that  we  are 
under  way,  but  the  next  chapter  sidetracks  us  onto  *'  The 
Enclosure  Movement  and  Land  Reform."    There  would  be 
ample  excuse  for  treating  such  a  subject  if  it  was  closely  cor- 
related by  the  author  with  industrial  development,  but  this 
he  does  not  do.    At  the  middle  of  the  book  the  industrial 
revolution  is  introduced  and  presented  in  an  informing,  tho 
not  novel,  way.    One  cannot  but  feel  that  it  is  the  econo- 
mist, and  not  the  historian,  who  is  writing  the  history  of  Eng- 
lish industry,  when  slaress  is  put  on  early  industry  and  then 
on  the  industrial  revolution  without  adequate  treatment  ot 
the  significant  intervening  period.     After  the  chapters  on 
the  industrial  revolution  comes  the  subject  of  labor  and 
capital.  The  two  chapters  on  railways  might  be  made  signifi- 
cant for  the  study  of  English  industry  if  transportation  had 
been  related  to  progress  in  industry.    Indeed  this  is  a  serious 
criticism  of  the  whole  book:  the  parts,  good  in  themselves,  are 
not  combined  to  form  a  connected  story. 

We  may  pick  out  three  propositions  of  general  significance. 
The  first  is  that  from  at  least  the  days  of  the  historic  fairs  and 
of  the  conmierdal  towns  of  the  Middle  Ages,  there  has  been  a 
duality  in  commerce;  not  a  local  trade  followed  by  a  wider 
trade,  but  local  and  *'  cosmopolitan  "  trade  existing  side  by 
side,  one  the  counterpart  of  the  other.  Let  us  hope  that  this 
is  the  last  lance  that  it  will  be  necessary  to  break  against  the 
persistent  misconceptions  of  the  German  historical  econo- 
mists, that  a  local  and  more  or  less  closed  trade  was  followed 
by  a  national  and  an  international  trade. 

The  second  general  proposition,  explicitly  called  the ''  the- 
sis "  of  the  book,  is  that''  commerce  is  the  conditioning  factor 
in  industrial  development "  (p.  39).  This  is  so  widely  ac- 
cepted that  it  needs  no  comment,  provided  by ''  commerce  " 
we  mean,  not  a  primary  cause  but  a  resultant  of  many  factors 
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working  themsdvee  out  in  the  exchange  of  gocMfe  and  1 
It  is  questionable  Aether  the  thesis  is  adeqitaCd|y  i 
in  the  present  book.  Three  causes  of  the  industrial  revoli-  { 
tion  are  set  forth:  mechanical  adiievenient, 
changes,  and  physiographic  factCHs.  It  is  probable  that  ind 
economic  history  there  is  no  dearer  iDuatration  of  the  a- 
fluence  of  the  market  upon  industrial  development  this  m 
the  industrial  revolution.  It  seems  to  the  reviewei  tbifc 
the  author  in  justice  to  his  own  central  theme  dioald  hm 
dealt  at  length  with  the  question  why  the  indostrial  leio- 
lution  began  in  England  and  not  in  France  or  dsewfaere. 
England's  conunerce  was  in  staples;  France's  in  hmrieL 
England's  markets  were  extended  in  Canada  and  India  at  Ae 
expense  of  France.  And  when  Napoleon  sou^t  to  csptiBe 
the  worid,  England  captured  the  worid's  maricets.  Perfaapi 
the  author  thought  all  this  too  obvious  for  emfdiasis.  In  i 
valuable,  tho  immature,  chapter  on  the  Elast  India  Cod- 
pany,  the  author  shows  how  Eln^and's  amuneroe  affected 
En^and's  industry.  The  East  India  Company  imported 
Indian  cottons  to  the  detriment  of  English  woolens  and  silk 
goods.  Having  acquired  a  taste  for  cottons,  TCngliAwniii 
set  about  to  manufacture  their  own  supply.  In  doing  this 
the  industrial  revolution  was  started;  the  relatively  cheap 
English  machines  —  we  may  so  state  it  —  could  compete 
with  the  relatively  cheap  Indian  laborers.  English  ci^tal,  in 
other  words,  triumphed  over  Indian  labor. 

The  third  proposition  is  that  industrial  development  can 
best  be  studied  in  its  progression  from  one  form  to  another. 
The  author  accepts  Bucher's  stages:  household  industiy, 
wage  work,  handicraft  ("  craft  work  "),  conmuasion  ("  put- 
ting-out ")  8>^em,  and  factory  system.  If  T^gliA  indin^ 
had  been  carefuUy  traced  through  these  stages  and  illus- 
trated by  facts  and  examples,  our  gratitude  to  the  author 
would  be  considerable.  Instead,  he  prefers  to  comment  htwBy 
on  each,  and  then  to  deal  at  length  with  the  last  only.  But 
the  conmient  is  to  the  point  and  instructive.  Fcdlowing  the 
lead  of  Unwin,  the  author  is  inclined  to  restrict  the  scope  of 
the  handicraft  eystem:  ''pure  craft-work  could  not  long] 
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tain  itseV  (p.  217).  In  other  wordsi  veiy  early  in  both  town 
and  oountiyi  one  handicraftsman  came  to  work  for  another 
who  became  the  capitalist  industrial  employer,  the  organiier 
of  the  putting-out  i^tem.  Even  tho  the  organisation  of  the 
industry  had  changed,  the  form  of  gild  association  remained 
outwardly  the  same.  Hence  the  seriousness  of  the  common 
error  of  calling  the  handicraft  the  "  gild  i^tem." 

In  the  putting-out  system  we  have  an  industrial  entre- 
preneur controllmg  manufactiu^.  If  he  lived  in  a  town,  he 
was  a  member  of  a  gild  or  livery  company,  if  in  the  country 
he  belonged  to  no  association  at  all.  In  accepting  this  stage 
the  author  has  followed  German  practice  into  difficulty  and 
into  error.  For  instance,  he  tells  us  of  the  yam-spinners  of 
Wiltshire,  Gloucestershire,  and  Somersetshire,  buying  their 
own  wool  on  the  market  and  selling  it  to  clothiers.  These 
spinners  he  places  in  the  putting-out  i^tem  in  spite  of  the 
fact  that  the  original  document  specifically  says  that  they 
**  will  not  spin  to  the  clothier  for  smaU  wages."  In  other 
words  nothing  was  put  out  or  loaned,  neither  wool  nor  tools, 
neither  food  nor  house.  The  workers  were  independent.  If 
the  author  had  sufficiently  weighted  this  western  Finglish 
form  of  industry,  and  if  he  had  made  a  study  of  the  Yorkshire 
textile  industry,  he  would  have  discovered  that  between  the 
handicraft  and  the  putting-out  forms  there  is  an  intervening 
stage.  Cunningham,  following  Finglish  practice,  called  this 
stage ''  domestic  industry." 

What  is  a  factory  ?  Lawyers,  economists,  and  historians 
have  disagreed.  Usher  makes  it  a  matter  of  discipline  and 
division  of  labor.  In  the  absence  of  any  accepted  view,  to  dis- 
sent seems  to  involve  little  more  than  the  expression  of  one's 
own  opinion.  If  a  stage  intervening  between  the  putting-out 
and  the  factory  system  were  allowed  for,  some  of  the  diffi- 
culties would  be  solved.  Perhaps  we  should  call  the  form  of 
industry  by  which  both  discipline  and  the  division  of  labor 
were  developed  the  central  workshop.  We  find  it  coming  into 
being  in  the  early  modem  period  in  Jack  of  Newbury's  textile 
establishment  with  its  1000  (?)  workers;  in  the  Gobelin  work- 
shop; in  the  pottery  of  Meissen  with  its  hundreds  of  work- 
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men;  and  in  the  eighteenth  centmy  silk  milk  of  l^i^ui. 
Later,  power  nwdiinery  came  in,  and  to  regolaii^  of  ootpit 
and  standardiiation  of  methods  was  added  laiaii  wuli  pm- 
daction,  idiich  is  normaDy  taken  to  be  the  maik  of  Ae 
factory. 

Remembering  the  authcx^s  main  thesisy  that 
conditions  industry,  we  should  eaqiect  to  find 
treated  in  the  li^t  ci  commerce,  and  eadi  pfosresam  iB0fe 
in  industry  linked  with  commercial  dbanges.  Whoever  Urn 
is  done,  it  is  done  effectiydy.  But  so  much  attention  is  giva 
to  secondary  industrial  phenomena  and  to  manafaetoDf 
technique  that  little  space  is  left  f (v  the  main  theme. 

The  industrial  revolution  is  treated  as  a  matter  of  Ae 
steady  growth  of  cafxtalism  in  industry.  It  may  be  diWded 
into  phases:  textile  inventions,  ccmcqytion,  struggle,  achiefe- 
ment,  climax,  and  conclusion  (1914).  To  extend  the  indoB- 
trial  revolution  over  a  period  of  two  hundred  (1700-1914) 
years  makes  it  evolutk>nary,  not  revduticmaiy.  Numenai 
have  been  the  conceptions  of  the  industrial  revuluiion. 
Whatever  ebe  it  was,  the  reviewer  ccmceives  it  as  a  move- 
ment involving  revolutionary  changes  and  far-ieadiinK 
results.  As  a  movement  it  came  to  an  end  ^dien  another 
dominating  movement  came  along.  This  was  the  revc^tion 
in  transportation,  begun  by  canal  buflding  (omitted  by  the 
author),  and  continued  by  the  construction  of  railroads  and 
the  invention  and  perfecting  of  steamboats. 

The  recognition  of  old  stages  of  industry,  rather  than  the 
discovery  of  new  ones,  is  obviously  one  of  the  main  contribu- 
tions of  the  book.  Gradually  in  Ebigland  and  America,  unda 
the  lead  of  Germany,  the  genetic  viewpoint  is  gaining  ground. 
Useful  as  Usher  finds  stages,  and  valuable  as  the  genetic  point 
of  view  is  to  him,  he  is  nonetheless  at  all  times  consciously 
striving  to  master  the  stages  and  not  to  let  them  master  him, 
to  subordinate  the  genesis  of  industry,  as  he  conceives  it,  to 
the  history  of  industry  as  he  finds  it  recorded  in  the  sources. 
This  distinction  between  genesis  and  hist<ny  is  further  broui^t 
out  by  his  preference  for  the  word  *'  form  "  rather  than 
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A  dominant  note  in  this  book  is  the  recognition  of  the  diffi- 
culty of  writing  it.  Interpretation  is  "  dangerous  "  (p.  135), 
the  gild  system  is  fraught  with  ''  obscurities  and  complexi- 
ties ''  (p.  165),  and  the  merdiant  gild  **  presents  a  most  com- 
plex array  of  problems  "  (p.  171).  The  reiteration  of  such 
statements  gives  the  impression  of  the  hypercritical.  To  the 
maturer  student  this  is  perhaps  salutary.  But  to  the  novice 
in  economic  history  it  is  dangerous;  and  for  the  novice  this 
book  was  written  —  for ''  an  elementary  dass/'  for  "  collie 
classes  beginning  work  in  economic  history.''  As  collateral 
reading,  the  book  will  be  of  value  for  collie  upper  classes. 
But  it  hardly  has  a  place  as  a  text-book.  The  au^or  in  intro- 
ducing a  subject  first  presents  the  critical  aspects  of  the  mat- 
ter at  hand,  then  explains  it.  If  the  student  survived  this 
introduction,  he  would  profit  by  what  follows. 

A  fault  that  may  be  due  to  publisher  rather  than  author,  is 
the  practice  of  putting  in  the  text  matter  that  clearly  belongs 
to  notes.  The  specialist  will  probably  not  be  so  much  con- 
cerned with  this,  however,  as  with  the  absence  of  specific 
references  on  illustrations  and  questionable  points  to  which 
he  may  wish  to  give  attention.  The  selected  list  of  books  for 
further  study  will  prove  of  great  service  to  the  advanced 
student.  Yet  it  is  difficult  to  account  for  some  omissions,  for 
example,  why  the  tomb  of  Bekhmara  is  listed  for  study  and 
not  those  of  Beni  Hasan,  and  why  Conner's  work  on  the  en- 
closures is  recommended  while  nothing  is  said  about  Tawney 's 
Agrarian  PrMem. 

N.  S.  B.  Grab. 
Univbbsitt  or  MmNSsoTA. 
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THE  STOCK  CLEARING  CORPORATION 

The  present  Clearing  House  of  the  New  York  Stock  & 
change  has  been  in  operation  since  1892.  Only  the  more  aetin 
stocks  dealt  in  on  the  Exchange  are  cleared,  and  not  all  Stodc 
Exchange  firms,  even  among  those  with  New  York  offices,  are 
members  of  the  Clearing  House;  certain  fiims  dear  throo^ 
others.  The  institution  has  been  of  invaluable  service  in  re- 
ducing the  daily  turnover  of  money  in  New  York,  and  it  ii 
safe  to  say  that  without  it  the  New  York  mon^  marioei 
could  not  handle  stock  exchange  transactions  on  anythiog 
like  the  present  scale. 

A  bri^  word  may  be  said  in  review  of  the  efisentials  of  the 
existing  mechanism  of  stock  settlements.  As  is  well  known, 
ordinary  purchases  and  sales  are  made  to  be  delivered  the 
next  day  between  10  a.m.  and  2.15  P.M.,  eith^-  throu^  the 
Clearing  House  or  "ex-Clearing  House."  All  transactions  iq 
stocks  on  the  Clearing  House  list,  in  lOO-share  lots  or  multi- 
ples thereof,  which  take  place  between  member  firms  that 
belong  to  the  Clearing  House,  must  be  put  throu^  that  in- 
stitution. Members  exchange  clearing  house  tickets  on  the 
day  trades  are  made,  and  before  5  p.m.  the  same  day  all  clear- 
ing house  tickets  and  sheets  must  be  delivered  to  the  Cleazing 
House.  The  next  morning  balance  tickets  are  secured,  and 
from  these  tickets  firms  know  from  whom  they  are  to  leoefve 
or  to  whom  they  must  deliver  the  net  amounts  of  the  cleared 
stocks  that  they  have  bought  and  sold. 

Each  day  a  vast  amount  of  nx>ney  is  ''swung"  in  Wall 
Street.  The  present  Stock  Exchange  Clearing  House  greatfy 
reduces  the  swing,  but  of  necessity  much  remains.  A  firm,  let 
us  say,  buys  $5,000,000  worth  of  stocks  on  haUnce    To  pay 
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for  these  it  must  borrow  that  much  or  ahnost  that  miaeh 
money.  It  camiot  borrow  the  money  without  pledging  col- 
lateral in  the  form  of  securities,  and,  aside  from  what  securi- 
ties it  has  on  hand,  it  cannot  get  the  securities  to  pledge  for 
its  borrowings  without  paying  for  them.  Or  a  firm  may  buy 
several  million  dollars'  worth  of  certain  stocks  and  sell  an 
equal  amount  of  other  stocks,  which  would  again  necessitate 
a  large  swing  of  money,  even  tho  it  did  not  requiro  any  bor- 
rowing operations.  And  in  either  case,  the  firm  would  need 
temporary  assistance  from  its  bank  in  the  form  of  certification 
privileges. 

Professor  Sprague's  monograph  on  the  Hutory  of  Crises 
under  the  Naiianal  Banking  System  shows  what  an  impor- 
tant place  the  subject  of  overcertification  of  checks  in  New 
York,  in  connection  with  stock  exchange  operations,  had  in 
discussions  of  the  New  York  banking  situation,  following  the 
panics  of  1873  and  1884.  Before  the  panic  of  1893  broke,  the 
Stock  Exchange  Clearing  House  had  been  established  and  a 
great  measure  of  relief  afiforded.  Yet  the  practice  of  over- 
certification  had  continued,  and  virtually  continues  still  in  the 
form  of  ''day  loans,"  granted  in  the  morning  and  made 
good  before  the  end  of  the  day.  It  is  these  loans  which  make 
possible  the  daily  swinging  of  money  and  securities  that  goes 
on,  within  a  few  hoims,  on  such  a  large  scale,  every  full  busi- 
ness day. 

It  is  worthy  of  note  that  at  least  as  far  back  as  the  early 
eighties,  there  were  suggestions  for  a  ''stock  clearing  house  to 
enable  the  brokers  to  make  their  settlements  without  calling 
upon  the  banks  to  certify  their  checks  for  the  purpose  of 
clearing  their  stocks."  ^  The  Stock  Exchange  Clearing  House 
as  established  in  1892  did  not  accomplish  this.  It  is  just  that 
which  the  present  Stock  Clearing  Corporation  aims  to  do,  to  a 
considerable  extent. 

There  are  at  least  two  factors  which  have  finally  brought 
about  the  establishment  of  the  institution  at  this  time,  or  at 
any  rate  made  its  establishment  more  than  ever  desirable. 
One  is  the  very  great  increase  in  the  number  of  stocks  dealt  in 

>  SpncMf  op-  «it.,  p.  868.    Sm  ako  ibid.,  pp.  870, 884. 
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on  the  Exchange  and  the  greater  diversity  of  interast  in  tk 
trading.  A  dozen  years  ago,  four  stocks,  two  indostriabaii 
two  rails,  were  the  acknowledged  leaders  on  the  Bond: 
United  States  Steel  common,  Amalgamated  Copper,  Bea&K 
common,  and  Union  Pacific  conmion.  Today  only  Sted,  d 
these  four,  could  fairly  be  classed  as  a  leader,  and  Amalgi- 
mated  is  no  more.  Motors,  oils,  sugars,  and  from  time  to  tme 
other  specialties  divide  the  major  part  of  the  interest  and  th 
trading  volume  among  th^nselves.  As  a  result,  th^e  is  a 
smaller  ratio  of  offsets  effected  by  clearing  operataoos,  a 
smaller  ratio  of  saving  in  money  turnover,  than  was  the  cmt 
when  a  small  number  of  leading  stocks  made  up  a  large  put 
of  the  trading.  The  day  this  is  written,  for  example,  April  17, 
it  takes  a  colunm  and  a  half  of  a  newspaper  to  list  tiie  stodi, 
one  on  a  line,  that  were  traded  in  on  a  Saturday,  in  a  two> 
hour  session,  with  total  sales  of  450,000  shares;  and  there  are 
sales  of  seventeen  times  as  many  shares  of  American  Safety 
Razor  stock  as  of  Union  Pacific.  The  second  factor  making 
the  Stock  Clearing  Corporation  highly  desirable  is  the  over- 
burdened condition  of  the  money  market  and  the  great 
eagerness  of  the  banks  to  cut  to  the  minimum  the  amounts  of 
accommodation  granted  in  the  form  of  day  loans. 

The  Stock  Clearing  Corporation,  which  exi>ects  to  begm 
operations  about  May  1,  succeeds  the  Clearing  House  of  the 
New  York  Stock  Exchange,  which  will  henceforth  be  known 
as  the  Night  Clearing  Branch  of  the  Corporation.  It  is  in- 
corporated under  the  laws  of  New  York  and  has  a  capital  of 
$500,000,  all  of  it  owned  by  the  New  York  Stock  Exchange. 
All  the  new  functions  of  the  corporation  will  be  performed  ly 
the  Day  Clearing  Branch. 

For  the  present  the  Day  Branch  will  limit  its  operations  to 
clearing  seciuity  balances.  It  expects  later  to  clear  loans  also. 
Each  morning,  not  later  than  ten  o'clock,  clearing  members 
will  bring  to  the  Day  Branch  itemized  Usts  of  their  balances  of 
securities  to  be  received  from  and  delivered  to  other  firms, 
lists  made  up  from  balance  sUps  secured  from  the  Nig^t 
Branch.  Then  throu^  the  day  they  will  make  and  receive 
deliveries  of  cleared  securities,  without  money  payments, 


Digitized  byVjOOQlC 


t  NOTES  AND  MEMORANDA  6il 

i    taking  and  giving  receipts  only.  Deliveries  will  be,  as  now, 
f    between  members,  not  to  the  Clearing  Corporation,  but  oar- 
i    bon  copies  of  receipts  will  be  delivered  to  the  Corporation,  to 
I    serve  as  a  credit  there  to  the  account  of  the  delivering  mem- 
ber and  a  corresponding  debit  to  the  receiving  member.    De- 
liveries must  be  completed  by  2.15  fm.,  and  between  2.30  and 
3.00  p.if.,  members  must  deliver  checks  to  the  Corporation 
for  their  net  debit  balances  for  the  day,  or  receive  from  the 
latter  a  draft  to  the  amount  of  the  net  credit  they  have  estab- 
lished there,  as  the  case  may  be.  For  example,  if  1000  shares 
of  Union  Pacific  were  delivered  at  119,  and  1000  shares  of 
Steel  conunon  received  at  105,  the  firm  putting  these  through 
would  be  entitled  at  the  end  of  the  day  to  receive  from  the 
Corporation  a  draft  for  $14,000,  the  difference  between 
$119,000  and  $105,000. 

The  Corporation  will  be  prepared  to  grant  to  clearing  mem- 
bers accommodation  similar  in  essence  to  the  banks'  day 
loans,  which  will  assist  them  to  finance  operations  during  the 
day.  This  will  be  the  case,  however,  only  after  the  clearing  of 
loans  has  been  instituted,  and  in  connection  therewith; 
meanwhile  day  loans  wiU,  as  now,  be  secured  from  banks. 
Each  of  the  New  York  banks  and  banking  houses  which  lends 
money  on  the  Street,  and  which  is  approved  by  the  Cor- 
poration, wiU  then  have  a  representative  at  the  office  of  the 
Corporation  during  the  day,  prepared  to  receive  or  deliver 
collateral,  in  making  or  paying  off  loans  or  in  substitutions  of 
collateral.  When  loans  are  made  or  paid  off,  securities  are  to 
be  delivered  by  the  borrowers  or  the  lenders,  respectively,  to 
the  Corporation,  which  wiU  credit  or  debit  the  amounts  in- 
volved to  the  accoimts  of  the  clearing  members,  and  will 
receive  from  the  lenders  the  proceeds  of  a  new  loan  or  pay  the 
amounts  necessary  to  meet  old  loans  that  are  being  paid  off. 
In  case  a  loan  is  paid  off,  and  a  clearing  member  wishes  to  use 
some  of  the  securities  thereby  released,  to  make  a  delivery 
on  a  security  balance,  he  may  receive  them,  provided  he 
promptly  makes  the  dehvery  and  returns  to  the  Corporation 
the  signed  receipt  of  the  clearing  member  to  whom  delivery 
has  been  made.  Or  he  may  obtain  certain  securities,  for  any 
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purpose  he  widies,  by  temporarily  pledsiiig  <rt^ 

securities  in  thdr  place,  untO  accounts  are  settled  at  theeii 

of  the  day. 

There  are  sundry  complications  that  need  not  be  goneintoL 
The  essence  of  the  matter  is  that,  so  far  as  Clearing  Hook 
transactions  go,  no  money  will  have  to  paas  between  Stod 
Exchange  clearing  firms  —  or  between  these  firms  and  baaki^ 
when  loans  are  cleared  —  and  that  at  the  end  of  the  day  eaek 
clearing  member  will  receive  or  pay  one  check  covering  tls 
net  balance  on  all  his  clearances. 

Two  essential  elements  of  the  plan  have  yet  to  be  men- 
tioned, tho  they  have  already  suggested  themsdves  to  the 
reader.  Thefirstis,  Whence  do  the  funds  at  the  command  of 
the  Corporation  come  ?  The  second  is,  What  is  the  Corpo- 
ration's authority  over  the  securities  belonging  to  cleariog 
members  ? 

The  Corporation  will  have  a  clearing  fund  of  not  less  than 
$10,000,000.  Each  member  will  be  called  upon  for  a  contribii- 
tion,  the  minimum  to  be  $10,000,  and  the  amount  in  each  case 
to  be  fixed  on  the  basis  of  the  volume  of  the  member's  trans- 
actions, with  readjustments  from  time  to  time  if  necessary. 
Members  will  be  subject  to  extra  liability  equal  to  thdr  con- 
tributions, to  make  good  losses  of  the  Corporation,  should  any 
occur.  The  funds  will  be  deposited  in  banks  and  trust  com- 
panies of  the  city.  The  Corporation's  checks,  like  the  present 
drafts  of  the  Stock  Exchange  Gearing  House,  will  not  be 
certified,  and  will  be  accepted  by  the  banks  like  the  checks  of 
other  banks,  without  certification.  Day  loans  will  therefore 
be  done  away  with  in  connection  with  all  the  transactions  put 
throu^  the  Corporation. 

The  power  of  the  Corporation  to  protect  itself  must  and 
will  be  great.  The  daily  itemized  lists  of  security  balances  to 
receive  and  deliver,  that  are  submitted  by  members  to  the 
Corporation,  "shall  have  printed  thereon  an  agre^nent 
whereby  the  Clearing  Member  pledges  to  the  Stock  Clearing 
Corporation  all  of  the  stocks  and  bonds  in  the  list  of  securities 
to  be  delivered  by  him  and  all  of  the  stocks  and  bonds  in  the 
list  of  securities  to  be  received  by  him,  as  and  iriien  reeeived, 
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fi  to  secure  payment  to  the  Stock  dearing  Corporation  of  his 
t  debit  balance  on  the  da3r'8  transactions.  .  .  ."  Further/' the 
Stock  Clearing  Corporation  shall  have  a  lien  for  the  amount  of 
r|r  the  debit  balance  of  a  Clearing  Member  on  any  and  all  aecuri- 
^  ties  held  by  it  for  his  account.  It  shall  have  Uie  right  to  bor- 
,  row  money  and  pledge  for  the  re^payment  thereof  all  or  any 
2  part  of  the  securities  held  by  it  for  account  of  a  Clearing 
,   Member  either  alone  or  together  with  securities  held  by  it  for 
,   account  of  other  Clearing  Members  or  otherwise  and  whether 
or  not  the  amounts  for  which  such  securities  are  pledged  shall 
exceed  the  debit  balance  of  the  Clearing  Member/'  and  in 
case  of  insolvency  of  a  member,  it  may  sell  any  securities  held 
by  it  for  the  account  of  the  member  on  the  Stock  Exchange  or 
elsewhere.  Finally,  the  Corporation's  duly  authorized  repre- 
sentatives may  at  any  time  examine  or  inspect  the  books  and 
records  of  clearing  members. 

Dealing  with  '' Anticipated  Results,"  the  handbook  of  the 
Corporation  says: 

It  is  expected  that  the  operations  of  the  Stock  Clearing  Corpora- 
tion will  reduce  the  demand  for  day  loans  from  the  certifying  hanks 
by  at  least  65  per  cent  and  firms  now  TnaintAining  bank  balances  for 
the  purpose  of  securing  such  accommodation  will  be  enabled  to  re- 
duce their  bank  balances.  Certification  will  not  be  entirely  elimi- 
nated and  reasonable  bank  balances  will  have  to  be  maintained  but  it 
is  expected  that  the  reduction  in  the  bank  balances  which  it  will  be 
necessary  for  Clearing  Members  to  maintain  will  offset  their  con- 
tributions to  the  Clearing  Fund. 

There  will  apparently  be  an  assured  reduction  in  the  volume 
of  day  loans  as  soon  as  the  Corporation  begins  to  function, 
and  even  before  the  clearing  of  loans  begins.  This  should  be 
particularly  the  case  where  clearing  firms  have  relatively 
large  volumes  of  stocks  to  deliver  and  receive,  with  a  rela- 
tively small  net  balance  of  money  payment  to  make  or  receive. 
There  will  certainly  be  a  decrease  in  money  turnover  from  the 
start  of  operations.  There  is  reason  to  believe  that  all  the 
New  York  banking  institutions  that  lend  in  Wall  Street  will 
find  it  to  their  advantage  and  in  no  important  particular  to 
their  disadvantage  to  deal  with  the  large,  conservatively 
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conducted,  raq)0D8ible  institution  that  the  Stock  deniii 
Corporation  should  and  undoubtedly  will  be,  for  a  my 
large  part  of  their  stock  exchange  lending.  There  wiU  of 
course  be  no  difference  ^idiatever  in  the  way  n^otiatiooB  f cr 
loans  are  carried  on,  or  rates  or  other  terms  fixed;  the  ody 
difference  being  that  in  the  case  of  loans  cleared  through  the 
Corporation,  the  latter  will  receive  and  make  payments  aid 
deUver  and  receive  collateral.  On  the  other  aide,  there  m  m 
question  that  all  the  important  active  trading  bndcenge 
houses  will  find  it  indispensable  to  belong  to  the  Oorpcnatioo. 
As  these  lines  are  written,  there  are  still  a  number  of  hooM 
now  members  of  the  Clearing  House  whidi  have  not  sigmfied 
their  intention  of  becoming  members  of  the  Corporation;  and 
it  is  not  only  likely  but  certain  that  some  firms,  hitherto  in- 
active members  of  the  Clearing  House,  will  not  find  it  wordi 
their  while  to  become  members  of  the  Corporation.  But  wiA 
a  membership  comprising  all  the  stock  exchange  firms  that 
swing  large  volumes  of  securities  and  money,  and  with  the 
cooperation  of  all  the  important  Wall  Street  banks,  the  Cor- 
poration can  well  look  forward  to  effecting  a  saving  of  two- 
thirds  of  the  present  certification  and  ''day  loans." 

Frederic  Ernest  Ricnnau 
New  York  Cttt. 
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APPENDIX 

THE  GERMAN  CAPITAL  LEVY  TAX:  THE  NATIONAL 
EMERGENCY  TAX  LEVY  (REICHSNOTOPFER) 

Th£  German  National  Constituent  ABsembly  has  enacted  the 
following  law,  which,  with  the  concurrence  of  the  National  Coundli 
is  hereby  promulgated. 

Section  1 

To  meet  the  extraordinary  emergency  confronting  the  nation, 
property  holders  (cfer  Be^iU)  sacrifice  a  large  levy  on  property,  as 
specified  hereinafter. 

SsGnoN2 

The  following  are  subject  to  the  tax: 

1.  The  citizens  of  the  German  Commonwealth,  with  the  excep- 
tion of  those  who,  prior  to  July  31,  1914,  in  the  interests  of  their 
business  or  for  other  urgent  reasons,  lived  for  an  uninterrupted 
period  of  at  least  two  years  abroad,  having  no  domestic  domicfles, 
and  who  either  are  still  residing  abroad  on  the  31st  of  December, 
1919,  or  within  one  year  subsequent  to  the  conclusion  of  peace  again 
take  up  their  residence,  in  the  interest  of  their  business,  abroad. 

This  exception  does  not  apply  to  National  and  State  officials 
whose  official  residence  is  in  foreign  countries.  Consular  agents  are 
not  to  be  regarded  as  officials,  within  the  meaning  of  this  provision. 

2.  Persons  who  are  not  citizens  of  the  Commonwealth  and  who 
are  devoid  of  citizenship  in  any  foreign  country,  in  so  far  as  they  are 
domiciled  within  the  limits  of  the  German  Conunonwealth,  or,  in 
default  of  a  German  domicile,  have  a  permanent  residence  here; 
also  the  citizens  of  foreign  countries  domiciled  in  Germany,  or  who 
have  a  permanent  residence  in  Germany,  and  who  have  lost  their 
German  citizenship  subsequent  to  the  31st  of  July,  1914. 

3.  Citizens  of  foreign  countries  who,  in  the  interest  of  their  busi- 
ness, are  making  Germany  their  permanent  residence. 

4.  Domestic  joint-stock  companies,  stock-companies  en  earn' 
mandiU,  companies  engaged  in  colonial  trade,  mining  companies  and 
other  mining  enterprises  (the  latter  in  so  far  as  they  are  juristic  per- 
sons), associations  and  partnerships  with  limited  liabiUty,  mutual 

M5 
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insurance  oompanieB,  registered  aaBodatioiis  isBiiiiig  flhaiw  of  it 
value  of  at  least  fifty  marks,  and  rural,  estate  (nitfersdk|^tiUi)«i 
similar  credit-banks. 

5.  Other  juristic  persons  under  civil  and  public  law. 

6.  Domestic  properties  not  chargeable  as  part  of  the  propatyrf 
other 'tax-payers,  especially  the  property  of  associatiooB  and  i 
foundations  not  juristic  persons. 

Taxable  obligation  applies  to  the  following  daaaes  of  propaij: 

1.  In  the  cases  of  the  tax-payers  designated  in  Pkunagn^  1,  Nk 
1,  2,  5,  and  6,  the  entire  property. 

2.  In  the  case  of  those  designated  in  Paragraph  1,  No.  3,  lhe» 
tire  property  with  the  exception  of  the  foreign  real  pitipeiiy  tai 
operating  property. 

3.  In  the  case  of  those  designated  in  Paragra|A  1,  No.  4,  theMt 
property  as  estimated  after  deducting  the  paid-up  or  original  capM 
(Section  17.) 

Section  3 

Regardless  of  citizenship,  domicile,  residence,  or  seat  of  direetkn, 
all  natural  persons  and  legal  bodies  as  well  as  bodies  of  property, 
together  with  their  entire  domestic  real  property  and  woridn^^^t- 
tal,  and  the  compensations  provided  for  in  Article  297i  of  the  Tieafy 
of  Peace,^are  subject  to  levy,in  so  far  as  this  does  not  conflict  with 
the  provisions  of  Section  2,  Paragraph  2. 

Section  4 

In  case  taxable  foreign  real  property  or  working-eapital  is  sub- 
jected to  a  similar  tax,  this  tax  is  to  be  deducted  from  the  presoit 
levy,  or,  in  case  the  latter  has  been  already  collected,  is  to  be  re- 
funded. 

The  reduction  or  refund  is  to  be  made  only  for  the  amount  of  the 
tax  apportioned  to  the  foreign  real  property  and  working-capitaL 

Section  5 

The  following  institutions  are  not  subject  to  tax: 

1.  The  States. 

2.  The  municipalities  and  municipal  associations  of  every  type. 

3.  Churches,  as  well  as  ecclesiastical  and  religious  associations. 

4.  Universities,  academies,  and  similar  institutions  and  asBocta- 
tions;  in  addition,  such  institutions  as,  in  case  of  the  inadequacy  of 
their  resources,  are  permanently  financed,  wholly  or  in  part,  by  the 
Nation,  one  of  the  States,  or  some  other  public  corporation;  abo 
foundations  whose  purposes,  in  case  of  the  inadequacy  of  their  own 

1  Article  297i  of  the  Treaty  provides  that  Qennany  ahall  oompeneate  h 
in  eaae  property  of  thein  situate  in  Allied  oountriei  is  sold  or  rttainad  hw  tha 
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,  are  whoUy  or  partly  suboerved  l^  the  Nation,  one  of  the 
,  (NT  Bome  other  public  oorporation. 
5.  The  National  Bank,  the  National  Loan-Banks,  and  the  State 
«  banks. 

h  6.  Savings-banks  which  are  public  or  open  to  the  public,  provided 
BB  they  confine  their  activities  to  the  admidstration  of  actual  savings 
transactions;  also  credit  institutions  founded  and  administered  fay 
mt  puMic  corporations  and  serving  the  public  interest. 
ht  7.  Chambers  of  Commerce,  boards  of  trade,  trade-unions,  agri- 
cultural unions,  and  similar  public  bodies  representative  of  oc- 
Ij  eupational  interests,  as  well  as  economic  associations  not  public 
If   in  character,  whose  purpose  is  not  that  of  engaging  in  business 

pursuits. 
[        8.  Institutions  which   administer  accident-insurance,   invalid- 
f    insurance,  and  health  and  emplojrment-insurance,  as  provided  tot 
by  National  statute. 

9.  Superannuation,  widows',  orphans',  burial,  sickness,  and  chari- 
table funds,  and  funds  of  similar  character. 

10.  Foundations,  institutions,  funds,  and  associations  of  individ- 
uals, provided  they  serve  charitable  purposes  or  further  the  interests 
of  the  general  public,  and  do  not  restrict  their  activities  to  the  serv- 
ice of  the  interests  of  a  specified  and  limited  group. 

11.  Political  parties  and  associations. 

The  exemption  provided  for  in  Paragraph  1  applies  only  to  domes- 
tic tax-payers. 

Section  6 

By  property,  within  the  meaning  of  the  statute  (i.  e.,  taxable 
property),  is  understood  —  in  the  absence  of  any  provision  to  the 
contrary  —  the  sum  total  of  personal  and  real  property,  as  esti- 
mated after  the  deduction  of  all  encumbrances.  It  includes: 

1.  Parcels  of  land,  together  with  all  appurtenances  (real  prop- 
erty: Grundvermdgen). 

2.  Property  which  serves  the  purposes  of  agriculture,  forestry, 
mining,  or  industry  (operating  property:  Betriebwermdgen). 

3.  The  sum  total  of  all  other  property  which  does  not  come  under 
the  classification  of  real  property  or  operating  property.  (Capital 
property:  KapUalvermdgen.) 

Section  7 
On  a  par  with  real  property  (Section  6,  No.  1)  are  those  rights  to 
which  are  applicable  the  provisions  of  the  civil  law  relative  to  real 
property. 

Section  8 
Operating  property  (Section  6,  No.  2)  comprises  all  articles  which 
serve  the  purposes  of  the  enterprise. 
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The  term  opentiDg  property  applies  also  to  Btooks  i^^ 
oouree  of  the  operation  of  the  enterprise,  and  other  stoeks  asi^  | 
fatended  for  tale. 

SxcnoN  9 


Capital  property  (Section  6,  No.  3)  compriaeB  more  _ 
—  provided  the  individual  property  itans  do  not  oome  UMfar  8» 
tion  6,  No.  1 ;  Section  7 ;  Section  6,  No.  2;  or  Section  8 — the ftiie- 
infclasBefl: 

1.  Independent  rig^its  and  daime. 

2.  Interest-bearing  and  non-intere8t4)earingobli8ataooa  of  eNv 
description. 

3.  Shares  or  certificates,  mining  shares,  buainflaB 
corporations,  shares  in  businesses,  and  other  imraaCmeBls  of  Bl 
ohMacter. 

4.  Specie  of  German  coinage,  foreign  monqr. 
Treasury-bills,  as  well  as  gold  and  silver  in  ban. 

5.  The  capital-value  of  annuities  and  other 
and  payments,  which  are  due  the  claimant  for  the  period  < 
life  or  that  of  another,  for  an  indefinite  period,  or  for  a  ] 
least  ten  years,  and  which  are  based  dther  on  a 
sideration  for  the  surrender  of  property-values  or  on  j 
disposition,  a  gift,  or  a  family  settlement,  or  on  tlie 
family-arrangement. 

6.  Rights  which  have  not  yet  matured,  based  ( 
capital  sum  or  of  income,  the  revenue  of  wfaidi  the  1 
b^^n  to  receive. 

Section  10 

The  provision  of  Section  9,  No.  5,  does  not  apply  to: 

1.  Ri^ts  against  widows',  orphans',  and  sgpenmiunrti 

2.  Ri^ts  arising  from  health  or  accident-inBnnaioey 
insurance,  or  the  statutory  insurance  of  emplpyeea. 

3.  Rights  and  similar  dues,  granted  in  oonsideratnifrf^ 
formed,  or  other  services  rendered,  in  the  past. 

SEcnoN  11 

Taxable  piroperty  does  not  include: 

1.  Hous^old-fumiture   and   other  tjmpMifc 
items  which  do  not  oome  under  the  head  dL  Section  9, 
are  not  to  be  regarded  as  appurtenances  of  reahj  (J 
Section  7)  or  as  a  constituent  part  of  the  opentii^ 
oiterprise  (Section  6,  No.  2;  Section  8). 

2.  Tangible  personal  property   items,  not 
made  of  precious  metak  (Section  12,  No.  2),  and 
eal,  artktic,  or  scientifie  vahie,  pruvkied  they  m 
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n^aan  of  the  owner  or  his  family  prior  to  July  31, 1914.  These  artides 
Kiiaaist,  conformable  to  more  specific  administrative  regulation,  be 

inade  available  for  purposes  of  research  and  general  education. 
In  case  such  articles  are  disposed  of  within  thirty  years  subee- 

qaent  to  the  dlst  of  December,  1919,  the  exemption  from  tax 
I  liability  ceases. 
II  SscnoN  12 

■^     Taxable  property  comprises,  however,  the  following: 

1.  Articles  of  precious  metals,  jewds,  pearls,  and  art  objects, 
decorative  artides,  luxuries,  and  collections  of  every  description, 

F  acquired,  for  value,  later  than  July  31, 1914;  provided  that  the  pur- 
chase-price of  an  individual  artide  has  eqiuded  or  exceeded  five 
i  hundred  marks,  or,  in  the  case  of  a  group  of  similar  or  homogeneous 
K  artides,  has  amounted  to  one  thousand  marks  or  more. 

2.  Jewels,  pearls,  or  tangible  personal  property  items  made  of 
i    pfedous  metals,  provided  they  do  not  come  under  the  provisions  of 

No.  1,  and  provided  that  their  total  value  exceeds  the  amount  of 
20,000  marks.  These  artides  will  be  taxed  at  the  rate  of  10  per  cent 
of  their  value. 

In  case  they  are  sold  within  a  period  of  thirty  years  dating  from 
December  31, 1919,  the  entire  amount  of  the  tax  falls  due,  at  a  rate 
estimated  by  induding  the  property  of  the  tax-payer  on  which  the 
National  Emergency  Levy  is  based. 

Section  13 

The  estimate  of  the  property  of  the  tax-payer  shall  indude  be- 
quests made,  dther  by  himself  or  his  wife,  subsequent  to  the  31st 
of  December,  1916,  in  the  interest  of  relatives  in  the  direct  line  of 
descent;  but  only  provided  the  legatee's  property  still  shows,  on 
the  day  at  which  this  act  comes  into  force,  an  augmentation  derived 
from  the  bequest.  A  status  identical  with  that  of  bequests  is  as- 
signed to  property  bestowed  gratuitoudy,  during  the  life-time  of  the 
one  making  tiie  i^t,  provided  the  beneficiary  is  thereby  enriched  at 
the  expense  of  the  giver,  and  in  accordance  with  the  latter's  inten- 
tion. The  acceptance  of  an  equivalent  does  not  conflict  with  the 
assumption  of  an  accession  of  wealth,  provided  it  is  not  a  question 
of  a  return  which  possesses  money-value. 

To  the  property  of  those  who  are  subject  to  the  tax  shall  be  added 
the  amounts  which  the  tax-payer  or  hLs  wife  has  emplojred,  subse- 
quently to  the  31st  of  December,  1916,  in  the  establishment  or  en- 
dowment of  a  trust,  provided  the  revenues  derived  therefrom  acerue, 
irtidly  or  in  part,  to  the  person  subject  to  levy,  or  to  his  wife  (ur 
issue. 

The  person  liable  for  the  payment  of  the  tax  apportioned  to  these 
amounts  is  the  beneficiary. 
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SBcnoN  14 

The  additional  amounts  enumerated  in  Seetion  13  eseUblii 
following: 

1.  Continuous  bestowals  {Ztiwendungen)  devoted  to  the  pnii  | 
maintenance  or  the  education  of  the  ben^ciaiy. 

2.  Bestowals  based  on  a  legal  daim  on  the  part  of  the  I 

3.  Customary  gifts,  associated  with  particular  ooca 

4.  Bestowals  to  the  value  of  less  thui  one  thouaaiid  maiioi  jm^  \ 
vided  there  is  no  ground  for  assuming  intent  to  defraud  the  i 

5.  Bestowals  with  respect  to  which  the  participantB  fnmk 
credible  testimony  that  there  was  no  intent  to  defraud  the  i 

SscnoN  15 

From  the  amount  of  the  property  the  following  deductioDi  m 
to  be  made: 

1.  Real  and  personal  debts. 

2.  The  amount  of  the  charges  resting  upon  the  tax-payer,  or  in- 
cumbent upon  a  family  property  or  trust,  entailed  estate,  setfled 
property,  or  any  other  obligated  property,  belonging  to  tiie  dm 
designated  in  Section  9,  No.  5. 

3.  The  amounts  chaiiseable,  according  to  the  provisions  of  Sectioi 
13,  to  another  tax-payer. 

4.  The  amount  of  indemnity  which  has  been  paid  —  or  is  doe — 
the  tax-payer,  as  compensation  for  total  or  partial  loss  of  his  eam- 
ing-power,  resulting  from  physical  injury  or  sickness ;  also  the  amooBi 
of  a  single  pa>'ment  which  has  been  made,  or  which  is  due,  oilisfeed 
soldiers  on  the  basis  of  the  act  of  September  13, 1919,  providing  for 
the  compensation  of  soldiers  and  sailors  who,  in  consequence  ci  the 
curtailment  of  the  military  and  naval  forces,  have  been  obliged  to 
withdraw  from  the  Army,  Navy,  and  Colonial  Forces. 

5.  The  amounts  of  the  levy  due  in  accordance  with  the  act  of 
July  26, 1918,  relative  to  an  emergency  war-levy  for  the  fiscal  yesr 
1918;  or  with  the  act  of  September  10, 1919,  relative  to  an  emergenejr 
war-levy  for  the  fiscal  year  1919;  or  with  the  act  of  September  10^ 
1919  relative  to  a  war-levy  based  on  property-increments;  providod 
that  these  amounts  have  not  been  paid  by  the  day  on  which  this 
act  comes  into  force.* 

6.  Taxes  and  levies  —  State,  municipal,  and  ecclesiastical  —  due 
for  the  fiscal  year  1919,  in  so  far  as  they  have  not  been  paid  by  the 
day  on  which  this  act  comes  into  force. 

7.  The  amounts,  in  specie,  bank-credits  or  other  assets,  required, 
for  the  period  of  three  months,  for  defraying  current  expenses  die- 

>  The  aot  of  July,  1918,  impoied  for  the  foorth  ymt  of  war  (war)  ptopettjf  temoi 
corpormtioiM  and  income  tMwe  on  individiuJe  on  the  exeat  orrer  pn-mr  amomila.  Ite 
two  aoU  of  September  10,  1919  impoaed  aimilar  taxee  for  the  fifth  yiar  of  wwt. 
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from  busineai  or  pmf ettional  ezpenoeB,  provided  that  these 
afe  derived  ffotn  the  current  annuai  inoome. 
&  &i  tiie  case  of  tax-payers  whose  taxable  property  does  not 
^riatfmmt  to  more  than  150,000  marks,  and  vdio  have  no  daim  upon 

peneion-lundB  or  funds  for  the  support  of  bereaved  dependents: 
=:n     (a)  Between  the  ages  of  forty-^ve  and  sixty  years,  one-fourth. 

a      (5)  Over  sixty  years  of  age,  one-third  —  of  the  taxable  property 
■r  op  tk)  the  amount  of  50,000  marks. 

Ee  From  the  excess  above  50,000  marks,  up  to  100,000  marks,  a  de- 
al Aiction  of  one-fifth  is  to  be  made  for  (a)  and  of  one-fourth  for  (6). 
B!  This  allowance  will  not  be  made,  however,  in  cases  where,  in  ac- 
eordance  with  the  terms  of  Section  27,  Article  1,  an  extension  of 
time  has  been  granted  for  the  payment  of  the  entire  levy,  unaccom- 
^   panied  by  any  interest-requirements. 

The  following  amounts  may  not  be  deducted: 

1.  Debts  which  have  been  incurred  to  d^ray  currmt  housdiold 
expenses  (household  debts). 

2.  Debts  and  charges  which  have  a  business  relation  to  property- 
items  not  subject  to  levy. 

In  case  the  tax  is  collected  only  on  the  inland  real  property  and 
operating  property  (Section  3),  those  debts  and  charges  only  which 
stand  in  a  business  relation  to  such  property  items  may  be  deducted. 

Section  16 

In  estimating  the  tax,  the  property  of  husand  and  wife  is  treated 
SB  a  unit,  provided  they  are  not  permanently  separated. 

In  settlement  of  the  mutual  financial  relations  of  husband  and 
wife,  each  of  the  two  parties  is  to  be  regarded  as  responsible  for  that 
portion  of  the  levy  which  corresponds  to  the  figures  which  would  be 
obtained  by  a  separate  assessment  of  his  or  her  property. 

Section  17 
The  taxable  property  of  the  companies  designated  in  Section  2, 
Article  1,  No.  4,  comprises  the  sum  total  of  the  personal  and  real 
property  of  each;  from  this  are  to  be  deducted,  apart  from  the  debts 
and  charges  (Section  15),  the  following  amounts: 

1.  The  amount  of  the  paid-up  or  original  capital; 

2.  The  reserve-funds  which  are  designed  to  serve  exclusively 
public  or  philanthropic  ends,  and  whose  use  for  such  purposes  may 
be  regarded  as  assured. 

3.  In  the  case  of  insurance  companies  and  insurance  associations, 
the  reserves  used  for  insurance-funds,  and  for  premium-surpluses  to 
be  refunded  to  the  policy-holders  themselves  as  so-called  dividends. 

In  place  of  paid-up  or  original  capital,  there  may  be  substituted: 
(a)  In  the  case  of  mining  companies  or  other  mining  associations, 
an  amount  to  be  computed  on  tiie  basis  of  the  price  of  aoquisiti^nlr 
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and  the  ooets  of  oonsiruction  and  devdopment,  leoB  the  (nftf 
covered  by  the  asBumption  of  inddi>tedne8B;  piovided  that,  kpha 
of  the  above  amount,  the  Treasuiy  Depaitment  may  antkrii^ 
at  the  instance  of  thoee  mining  companies  or  otlier  mining  utaar 
tions  whoee  balance  aheets  inchide  a  capital  aooounty  the  mkA 
tution  of  the  stated  capital  as  a  basis  for  computetkm. 

(6)  In  the  case  of  registered  oodperative  cwganiwtinns  (fk/m- 
9en8chaften)f  as  well  as  of  limited-liabdlity  oompanieB  and  joinitlid 
companies  whoee  chief  function  is  to  serve  as  oentrals  for  cudytnim 
associations,  twice  the  amount  of  the  sums  standing  to  the  coAd 
the  codperators  or  twice  the  original  capital  of  the  oompanieB;  in  tiie 
case  of  auditing  organisations  (RevisioM-  und  6kniieken  Ham/imt' 
bdnden),  the  property  of  the  organisation. 

(c)  In  the  case  of  mutual  insurance  companies,  the  paid-19 
origbal  capital;  in  the  case  of  rural,  estate  (riUerschtfiiieke)  and 
similar  credit-banks,  the  original  property  and  that  sufaseqiMo^ 
aUotted. 

Section  18 

Parcels  of  land  are  to  be  assessed  in  accordance  with  the  provi- 
sions of  Section  152  of  the  National  Tax  Regulations,  the  ratio  of 
the  revenue  to  the  capital  value  being  estimated  as  tiraity  to  one, 
not  twenty-five  to  one. 

In  case  the  tax-payer  sells,  before  the  first  of  January,  1930,  a 
piece  of  land  which  has  been  assessed  on  the  basis  of  the  amount  of 
its  revenue,  he  is  to  be  reassessed  for  the  land,  provided  the  sdliDg- 
price  exceeds  by  one-fourth  the  tax-value  assumed  in  conneetioo 
with  the  assessment  of  the  property-levy.  The  re-assessment  shall 
be  based  on  a  valuation  of  the  land  represented  by  the  selUng^iriee 
less  special  expenditures  made  subsequent  to  the  31st  of  Deoonber, 
1919,  but  not  in  excess  of  the  market  value  on  December  31, 1919. 

Section  19 

Operating  property,  in  the  case  of  those  tax-payers  who  do  not 
come  under  the  provisions  of  Section  25,  shaU  be  assessed,  after  de- 
ducting operating  charges,  at  only  80  per  cent  of  its  value. 

Section  20 

The  value  of  real  property  and  operating  property  within  the 
limits  of  foreign  countries,  and  outside  the  limits  of  the  former 
German  Empire,  is  to  be  estimated  in  terms  of  the  currency  of  the 
country  where  the  property  is  located;  and,  upon  application  hj 
the  tax-payer,  may,  for  the  purpose  of  computing  the  amount  ct 
the  levy,  be  estimated  in  terms  of  German  currency,  at  the  rate  of 
exchange  which  prevailed  prior  to  the  war;  provided  that  the  tax- 
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payer,  or  his  testator,  was  in  possession  of  this  property  as  early 
as  tlie  30th  of  July,  1914. 

SscnoN  21 

z  Qaims  not  sret  due,  arising  frcHU  life-insurance  and  the  insurance 
z  of  capital  and  income  based  on  contracts  entered  into  subsequent 
c  to  the  31st  of  July,  1914,  shall  be  assessed  at  the  full  amount  of  the 
I  paid-up  premiums  or  capital  sums;  provided  that  the  annual  pre- 
r  mium  exceeds  one  thousand  marks,  or  the  single  capital-payment 
:    three  thousand  marks. 

In  case  the  disbursement  is  made,  according  to  the  terms  of  the 
contract,  in  the  form  of  war-loan  securities,  the  repayment  is  to  be 
reckoned  in  accordance  with  the  official  quotations  which  apply  to 
the  war-loan  of  the  31st  of  December,  1919. 

By  capital-insurance,  in  the  meaning  of  Paragraph  1,  is  meant  any 
insurance  on  the  basis  of  which  the  insured  is  guaranteed,  under  idl 
circumstances,  a  given  repayment  of  capital. 

Section  22 

For  determining  personal  and  property  tax  obligation,  as  well  as 
for  obtaining  property-valuations,  tiie  31st  of  December,  1919,  is 
established  as  the  determining  date.  Sections  147  and  151  of  the 
National  Tax  Regulations  do  not  apply. 

The  compensations  provided  for  in  Article  297i  of  the  Treaty  of 
Peace  are  not  to  be  added  to  the  estimate  of  the  property-i^ue 
until  their  amount  has  been  determined;  section  56  applies  here, 
with  the  further  provision  that  the  term  allowed  for  corrections  and 
re-assessment  dates  from  the  settlement  of  the  amount  of  the  com- 
pensation. 

In  the  case  of  enterprises  which  balance  their  accounts  regularly 
each  year,  the  financial  status  at  the  conclusion  of  the  fiscal  year 
which  terminates  during  the  period  intervening  between  April  1, 
1919,  and  March  31,  1920,  may  be  used  as  the  basis  of  estimate. 
The  changes  in  the  relation  between  the  property  invested  in  busi- 
ness operations  and  the  other  classes  of  property  held  by  the 
tax-payer  —  such  displacements  having  taken  place  between  the 
conclusion  of  the  above-mentioned  fiscal  year  and  the  determining 
date  —  are  to  be  taken  into  account. 

In  the  case  of  corporations  which,  in  accordance  with  the  terms  of 
the  regulation  of  February  25, 1915  are  exempted  from  the  require- 
ment of  preparing  a  balancensheet  for  the  current  fiscal  year,  the 
basis  of  estimate  is  to  be  the  financial  status  at  the  end  of  the  fiscal 
year  to  which  the  exemption  no  longer  applies. 

In  assessing  the  property-levy,  the  property  of  the  tax-payer, 
after  the  proper  deductions  and  additions  have  been  made,  is  to  be 
stated  in  the  lowest  even  thousands. 
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SacnoN  23 

Only  the  portion  of  the  property  over  and  above  the 
five  thousand  marks  is  subject  to  the  tax.  In  the  case  of  the  joirt 
assessment  of  the  property  of  husband  and  wife  (Section  16),  Ai 
amount  of  the  tanible  property  is  reduced  by  an  additiood  fin 
thousand  marks.  The  amount  of  taxable  piroperty  is  fnrtfasr  n> 
duced  by  the  sums  exempted  in  accordance  with  the  proviriaoici 
Section  26,  Paragraph  1. 

This  does  not  apply  to  the  tax-payers  designated  in  Seetaoo  1; 
Paragraph  1,  Nos.  i-6,  or  to  the  persons  and  properties  irbase  tix- 
obligation  is  based  soldy  on  Section  3. 

Section  24 

Taxable  property  is  assessed  —  apart  from  the  provirions  of  Se»> 
tion  25  —  at  the  following  rates: 

On  the  first       50,000  marks  or  fraction  thereof 10  per  cent 

«     -   next      50,000      «        «       «  «      12   «     « 


100,000 

200,000 

200,000 

200,000 

200,000 

500,000 

500,000 

1,000,000 

2,000,000 

2,000,000 


15 

20 

25 

30 

35 

40 

45 

60   « 

56   « 

60   • 


m 


•   further  amounts 65   •      ■ 

Section  25 
In  the  case  of  tax-payers  enumerated  in  Section  2,  Paragraph  1, 
Nos.  4-6,  as  well  as  in  the  case  of  corporate  bodies  and  the  propertieB 
whose  tax-obligation  is  based  only  on  Section  3,  the  levy  amounts  to 
10  per  cent  of  the  taxable  property. 

Section  26 

In  case  the  tax-payer  has  two  or  more  children,  or  in  case  a  IDa^ 
ried  couple  whose  property  is  reckoned  jointly  (Section  16)  has  two 
or  more  children,  there  will  be  a  deduction  from  the  taxable  prop- 
erty —  apart  from  the  exemption  prescribed  in  Section  23,  Pua- 
graph  1,  Sentence  1  —  of  five  thousand  marks  for  the  secoiid  diiU 
and  for  each  additional  child. 

Furthermore,  the  tax  will  be  levied  only  at  the  rate  of  10  per  cent 
on  as  many  times  fifty  thousand  marks  as  tbne  are  duUrai.  The 
rest  of  the  taxable  property  will  be  assessed  at  the  rate  per  eeal 
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iriiich  applies  to  the  sum  total  of  the  taxable  property,  according  to 
the  terms  of  Section  24. 

In  case  one  of  the  children  is  aheady  deceased,  and  has  left  issue, 
^  the  deceased  child  is  to  be  included. 

^'  In  those  cases  in  which  joint  reckoning  is  not  to  be  made  of  the 
property  of  a  married  couple  which  has  issue  in  common,  the  Na- 
^'  tional  Minister  of  Finance  shall  determine  to  what  extent  the  in- 
dividual parties  are  to  be  granted  the  aUowances  provided  for  in 
^  Paragraphs  1  and  2. 
•  SscnoN  27 

In  the  case  of  a  tax-payer  whose  taxable  property  does  not  exceed 
one  hundred  thousand  marks  and  whose  annual  income  does  not 
exceed  five  thousand  marks,  the  payment  of  aU  or  part  of  the  tax 
may,  upon  his  request,  be  postponed,  without  payment  of  interest, 
if  Uie  tax  cannot  be  collected  without  seriously  undermining  the 
means  of  subsistence  of  the  party  subject  thereto.  An  extension  of 
time  may  also  be  granted  for  the  payment  of  the  whole  or  a  part  of 
the  levy,  and  without  the  collection  of  interest  on  the  deferreid  pay- 
ments, in  case  it  appears,  after  due  consideration  of  the  economic 
status  of  the  party  liable  to  the  levy,  that  the  collection  of  the  tax 
and  the  interest  would  impose  an  undue  hardship.  Application  for 
extension  will  be  treated  under  administration  law. 

The  extension  of  time  may,  in  case  of  demonstrated  pecuniary 
straits,  continue  in  effect — with  reference  to  the  whole  or  a  part  of 
the  levy  —  up  to  the  time  of  the  decease  of  a  surviving  husband  or 
wife. 

The  extension  of  time  may  be  revoked,  or  modified  as  regards  the 
manner,  extent,  or  duration  of  the  grant  of  respite,  in  case  the  cir- 
cumstances of  the  tax-payer  subsequently  undergo  modification,  or 
if  in  the  course  of  a  review  of  the  circumstances  of  the  case  an  error 
18  discovered  the  correction  of  which  justifies  an  alteration  of  status. 

In  the  cases  designated  in  Paragraph  1,  the  tax  may  be  remitted, 
^olly  or  in  part,  in  so  far  as  it  affects  the  capitalized  value  of  in- 
comes (RerUen). 

Section  28 

Everyone  subject  to  the  tax  is  required  to  submit  a  tax-fitatement. 
This  applies  to  natural  persons,  however,  only  in  case  their  taxable 
property,  on  the  determining  date,  amounted  to,  or  exceeded,  five 
thousand  marks. 

The  Treasury  Department  is  authorized  to  demand  of  every  tax- 
payer the  filing,  within  a  period  of  at  least  four  weeks,  of  a  tax-fitate- 
ment.  In  case  a  tax-payer  who  is  living  abroad  frustrates  or  impedes 
the  assessment  (A  his  property  tax,  throu^^  his  failure  to  file  his  tax- 
statement  within  the  period  required,  his  domestic  property  may  be 
attached. 
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SscnoN  29 

In  case  of  doubt  on  the  part  of  the  Treasury  D^paitniflnt  a0  to  flt 
oorrectneas  of  the  tax-«tatement,  it  shall  advise  the  prospeetifetB- 
payer  to  this  effect,  summoning  him  to  make  an  explBnatiaa  vil 
a  specified  period. 

Only  in  case  the  tax-payer  fails  to  comedy  with  this  snmmooi|Cr 
is  unable  to  satisfy  the  Department  officials,  is  it  penmssible  intte 
assessment  of  the  property  to  depart  from  the  figures  given  in  tkt 
tax-statement. 

SscnoN  30 

The  property-tax  is  subject  to  interest  at  the  rate  of  5  per  eeot, 
dating  from  January  1, 1920. 

SscnoN  31 

In  case  the  tax-payer  does  not  pay  the  entire  tax  in  a  sin|^  smn, 
the  amount  not  divisible  by  five  hundred  marks  is  to  be  paid  hj 
October  1, 1920;  or,  in  case  the  notice  of  the  assessment  is  not  pre- 
sented until  after  September  1, 1920,  payment  is  to  be  made  withm 
one  month  dating  from  the  time  of  the  notification.  Otherwise  the 
property  tax,  including  the  interest  due  in  accordance  with  the  pro- 
visions of  Section  30,  is  to  be  paid  in  the  form  of  an  ii.nn^nM  amortiia- 
tion  installment,  at  the  rate  of  6}  per  cent  of  the  amount  of  the  levy. 

These  payments  may  be  made,  at  the  option  of  the  tax-payer, 
either  quarterly,  semi-annually,  or  annually.  The  first  payment  ii 
to  be  made  together  with  the  installment  specified  in  Paragraph  1. 

Section  32 

Security  may  be  demanded  for  the  tax  for  the  pa3rment  of  which 
an  extension  of  time,  without  interest-requirement,  has  been  granted 
(in  accordance  with  the  provisions  of  Section  27),  if  the  said  pospone- 
ment  appears  to  endanger  the  later  collection  of  the  levy,  and  if  the 
giving  of  security  imposes  no  special  hardship  upon  the  tax-payer. 

Surety  for  the  amortization  installments  (Section  31)  may  be  de- 
manded only  in  case  of  repeated  failure  to  pay  the  installments 
punctually,  and  if,  in  view  of  the  character  or  financial  status  of  the 
tax-payer,  the  pa>'ment  of  the  tax  appears  dubious;  or  in  case  there 
are  circumstances  which  justify  the  assmnption  that  the  tax-payer 
intends  to  impair  the  security  offered  by  his  property. 

The  Treasury  Department  shall  determine  the  amount  of  the 
surety. 

Section  33 

Upon  application  by  the  tax-payer,  an  annual  amoitisatioii  in- 
stallinent  to  the  amount  of  5}  per  cent  of  the  tax  apportioned  to  real 
property,  after  deduction  of  the  debts  and  charges  with  wfaidi  the 
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rmtl  fxroperty  is  encumbered,  shaU  be  entered  as  a  recorded  charge  in 
tii0  Land-Register  (National  Emergency  Charge  —  BtkhmoUam). 
The  tax  is  reduced  by  the  capitalised  amount  of  this  National  Emer- 
gency Charge. 

T^  provisions  of  Section  31  are  to  be  applied  in  principle  in  con- 
nection with  the  assessment  and  the  payment  of  the  amortization 
installments. 

The  registration  of  the  National  Emergency  Charge,  as  well 
as  modifications  and  cancellations,  are  to  be  effected  free  of  stamp 
taxes,  fees,  or  other  costs. 

Section  34 

The  amortization  installments  designated  in  Sections  31  and  33 
may  be  paid  off,  in  whole  or  in  installments,  on  the  first  day  of  each 
quarter  of  the  calendar-year. 

The  installments  may  not  amount  to  less  than  two  hundred 
marks.  The  amount  of  the  levy  which  remains  after  the  payment  of 
an  installment  must  be  divisible  by  the  sum  of  one  hundred  marks. 

The  amortization  installment  is  to  be  recomputed  without  any 
reduction  in  the  period  set  for  the  payment  thereof. 

Section  35 

In  case  of  the  subdivision  of  a  parcel  of  land  encumbered  with  a 
National  Emergency  Charge,  the  latter  is  to  be  apportioned  to  the 
subdivisions,  according  to  the  value  of  the  same  as  determined  by 
the  Treasury  Department  at  the  date  of  subdivision. 

The  Treasury  Department  may  authorize  the  clearing  of  land- 
titles  from  encumbrances  representing  National  Emergency  Charge. 

Entries  in  the  Land-R^pster  are  to  be  correspondingly  modified, 
upon  application  by  the  owner,  upon  his  producing  a  certificate 
from  the  Treasiuy  Department. 

Section  36 

In  case  a  tax-payer,  for  the  sake  of  making  a  cash-payment  of  the 
amount  of  the  levy  upon  which  is  based  a  National  Emergency 
Charge,  negotiates  with  a  public  credit-bank  or  with  one  which  is 
under  the  supervision  of  the  State  an  amortization-loan  to  be  rei>aid 
within  a  maximum  period  of  fifty  years,  the  bank  in  question  having 
a  first  mortgage  on  the  land,  the  mortgage  to  be  deposited  as  security 
for  the  new  loan  —  which  is  to  be  registered  free  of  stamp  taxes, 
fees,  or  other  costs  —  shall  take  precedence  of  all  other  encum- 
brances. 

The  National  Minister  of  Finance  shall  determine  what  institu- 
tions are  to  be  regarded,  within  the  meaning  of  this  provision,  as 
public  in  character  or  as  subject  to  State  supervision. 
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SscnoN  37 
Upon  application  by  a  tax-payer,  that  part  <tf  the  levy  i 
tioned  to  property-valuee  estimated  in  terma  of  foreign  < 
to  be  computed  also  in  terms  of  the  foreign  coinage  whkh  in,  Uttik 
time  being,  in  question.  This  portion  of  the  levy,  as  well  as  eschB- 
dividual  installment  to  be  i>aid  in  accordance  witii  the  ptoviaoHof 
Section  31,  may  be  paid  in  the  corresponding  foreign  eanmof. 
Detailed  instructions  for  the  execution  of  these  rogulaticMis  are  to  be 
issued  by  the  National  Minister  of  Finance. 

Section  38 

In  the  event  of  the  death  of  the  tax-payer,  the  amount  of  the  levy 
which  has  not  yet  been  liquidated  by  means  of  the  installmeDti 
designated  in  S^tion  31,  b^mes  due  in  full,  as  a  charge  upon  the 
estate  of  the  deceased. 

The  Treasury  Department  is  authorized  to  grant  to  the  hare  a 
continuation  of  the  amortisation  installments.  This  must  be  done 
in  case  there  appears  to  be  no  question  as  to  the  security  of  the  in- 
stallments. The  heirs  may  (in  accordance  with  the  provisions  of 
Section  33)  demand  the  registration  of  a  National  Emeigaicy  QiaigB 
for  the  devised  property. 

Section  39 

In  case  the  tax-payer  abandons  his  permanent  domeetic  lesideDoe, 
the  amount  of  the  property-levy  which  is  not  yet  payable  become 
immediately  subject  to  collection,  unless  it  has  been  entoed  in  tiie 
Land-Register  as  National  Emergency^Charge,  or  the  tax-payer 
gives  security  for  the  amount  due. 

This  regulation  is  to  be  applied,  according  to  the  circumstances  of 
the  case,  in  the  event  of  the  liquidation  or  dissolution  of  a  taxable 
corporate  body,  partnership,  or  estate. 

Section  40 
In  case  of  bankruptcy,  the  outstanding  amount  of  amortisation 
installments  and  those  due  for  the  year  in  iK^ch  the  bankruptcy 
proceedings  are  opened,  are  on  the  same  footing  as  the  outstaodiDg 
claims  of  the  National  Treasury,  as  designated  in  Section  61,  Na  2, 
of  the  bankruptcy  regulations  of  May  20, 1898. 

Section  41 

The  tax-payer  has  the  privilege  of  making  advance  payments  on 
the  amounts  of  the  levy  as  yet  unassessed.  On  the  amount  of  the 
advance  payment,  annual  interest  is  to  be  computed,  in  favor  of  the 
tax-payer,  at  the  rate  of  6  per  cent,  for  the  period  intervening  be- 
tween the  day  of  payment  and  January  1,  1920.  The  ^w^i^intf  of 
interest  are  to  be  stated  in  the  lowest  even  maria. 
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The  advance  payments  must  be  divifliUe  by  the  sum  of  one  hun- 
dred marks. 

For  cash  payments  made  by  June  30, 1920,  a  rebate  of  8  per  cent 
ii31  be  aUowed;  and  for  cash  payments  made  between  July  1  and 
December  31, 1020,  a  rebate  <^  4  per  cent. 

The  advance  instaUment  of  the  levy,  paid  prior  to  January  1, 
1020,  will  be  added  to  the  amount  of  the  property  as  assessed  for 
December  31, 1919. 

Section  42 

The  tax  may  be  paid  either  in  cash,  or  in  the  form  of  other  prop- 
erty-values, according  to  the  provisions  of  Sections  43-46. 

The  surrender  of  non-interest-bearing  Treasury  bills  (Treasury 
notes)  is  regarded  as  equivalent  to  cash-payment. 

Section  43 

Bonds,  registered  loans,  and  Treasury  bills  issued  in  connection 
with  the  National  war-loans,  will,  if  demonstrably  subscribed  to  by 
the  holder,  be  accepted,  in  lieu  of  payment,  up  to  December  31, 
1920;  5  per  cent  bonds,  registered  loans,  and  Treasury  bills,  bearing 
interest  from  January  1, 1920,  at  par;  and  4}  per  cent  Treasury  bills, 
bearing  interest  from  the  same  date,  at  a  rate  to  be  determined  and 
announced  by  the  National  Minista:  of  Finance. 

To  the  category  of  original  subscription  securities  belong  the 
bonds,  registered  loans,  and  Treasury  notes  which  the  tax-payer  or 
—  in  accordance  with  the  provisions  of  Section  16  —  his  wife  has 
acquired,  in  consequence  of  subscribing  to  a  war-loan,  either  in  their 
own  interest,  or  in  that  of  a  beneficiary  (as  per  Section  13) ;  or  which 
the  tax-payer  or  his  wife  has  received  from  the  bequest  of  a  deceased 
person,  in  consequence  of  the  latter's  demise;  or  from  an  open  part- 
nership, limited-liability  company,  company  en  eommandiU,  cooper- 
ative association,  or  syndicate,  as  a  partner,  associate,  or  member 
of  the  same;  provided  ihat  the  testator,  partnership,  company,  or 
syndicate  has  secured  these  bonds,  registered  loans,  or  Treamiry 
notes  throuc^  a  subscription  to  a  war4oan,  or  the  subscription  was 
made  on  behalf  of  an  association  of  joint-heirs  including  the  tax- 
payer, or  his  wife. 

The  provisions  of  Paragraph  2  are  to  be  applied,  appropriately  to 
the  circumstances  of  the  case,  if  the  tax-payer  has  purchased  the 
bonds,  registered  loans,  or  Treasury  bills  from  a  codperative  organ- 
isation of  which  he  became  a  member  not  later  than  July  1, 1919; 
provided  that  the  acquisition-price  did  not  exceed  the  amount  of  the 
sums  which  the  partner  subject  to  the  levy  had  to  his  credit  (m 
December  31, 1919,  and  the  organisation  acquired  the  bonds,  loans, 
or  Treasury  bills  throu^  subscription. 
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To  the  category  of  original  subacription  aeeuiitiea  belong;  m» 
over,  the  bonds,  registered  loans,  and  Treasury  notes  reoebedbyi 
tax-payer  in  lieu  of  a  legally  enforceable  dowry  (iitiMieiMr);  pRh 
vided  that  the  one  making  the  dowry  has  acquired  the  bonds,  kyi 
and  Treasury  notes  throiij^  a  subscription. 

It  is  reserved  for  the  National  Minister  of  Finance  to  reomn 
payment,  for  subsequent  periods,  secuiitiee  of  the  type  dewgnatad 
above,  at  a  rate  to  be  fixed  by  him. 

Other  bonds,  registered  loans,  and  Treasury  notes  of  the  Genou 
Commonwealth  will  be  accepted  in  lieu  of  payment,  up  to  December 
31, 1920,  at  the  established  rates  {Sieuerkwrm)  and  on  the  ban  of 
their  bearing  interest  from  the  1st  of  January,  1920. 

Section  44 

The  National  Minister  of  Finance  is  authorised  to  extend  fiie 
benefits  of  Section  43,  Paragraphs  2  and  4,  to  those  instituti(Mi8  ssd 
associations  of  individuals  (including  their  members)  which,  in  yiev 
of  their  business  activities,  have  the  same  status  as  registiaed  eo- 
operative  organizations,  even  tho  lacking  the  legal  form  of  the 
latter. 

Section  45 

In  order  to  facilitate  the  payment  of  the  tax  for  those  subjeet 
thereto,  an  institution  with  a  1^^  status  of  its  own  may  be  esUb- 
lished. 

The  legal  position  of  such  institution  will  be  determined  by  reguk- 
tions  fixed  by  the  National  Government,  with  the  concurrence  of  a 
committee  of  ten  persons  chosen  by  the  National  Assembly  from  its 
own  members. 

Section  46 

In  case  the  institution  accepts  property  values,  the  tax-payer  will 
be  exempted  from  the  payment  of  the  levy,  to  the  amount  of  the 
credits  set  for  the  property  {Annahmewert).  In  this  case,  the  in- 
stitution replaces  the  tax-payer  in  relation  to  the  Ck>mmonwealth. 
The  institution  is  under  obligations  to  accept  securities  for  the  pay- 
ment of  the  tax  on  war  profits  on  the  same  terms  as  those  on  whidi 
it  accepts  securities  for  the  payment  of  the  National  Emergency 
Tax. 

Section  47 

In  case  a  parcel  of  land  belonging  to  a  tax-payer  is  acquired  by  a 
State,  a  municipality,  a  municipal  association,  or  a  colonLdng-asso- 
ciation  operating  in  Uie  interest  of  the  public  or  a  building  society, 
the  party  acquiring  such  property  may  assume  the  amount  of  the 
levy  not  yet  paid  by  the  person  making  the  sale,  up  to  the  amount 
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it  €if  the  cadi-payment  far  the  porchaae.   The  penKm  who  makes  the 
R  mtie  win  then  be  exempted  from  the  payment  of  the  levy,  up  to  the 
■  anicmnt  of  the  indebteidness  thus  assunied. 
n       The  relation  toward  the  Commonwealth  hitherto  held  by  the  tax- 
payer will  then  be  assumed  by  the  purchaser. 

Section  48 

In  case  a  foreigner,  subject  to  tax  in  accordance  with  the  provisions 
of  Section  2,  Paragraph  1,  No.  3,  transfers  his  permanent  residence 
to  a  foreign  country,  his  obligations  with  respect  to  the  payments 
designated  in  Section  31  are  extinguished  at  the  close  of  the  year  in 
which  he  changes  his  permanent  place  of  residence.  In  case,  how- 
ever, the  foreigner,  in  the  interest  of  his  business,  returns  to  take  up 
his  permanent  residence  within  the  limits  of  the  Commonwealth,  the 
oblation  is  automatically  revived,  as  regards  the  payment  of  that 
portion  of  the  installments  which,  in  case  of  uninterrupted  residence 
within  the  limits  of  the  Commonwealth,  would  have  fallen  due  sub- 
sequently to  the  time  of  his  return. 

The  provisions  of  Paragraph  1  do  not  apply  to  so  much  of  the  tax 
as  is  baaed  on  the  amount  of  the  domestic  real  property  and  operat- 
ing property  of  the  tax-payer  as  of  December  31, 1919. 

Section  49 

[Summary:  Unsettled  estates  in  probate  are  to  be  taxed  at  the 
rate  which  would  apply  if  they  went  to  a  single  heir,  all  or  part  of 
the  tax  to  be  returned  after  the  settlement,  if  the  amount  collected 
was  excessive  according  to  the  status  of  the  recipients.] 

Section  50 

[Summary:  Holders  of  entailed  property  and  the  like  are  author- 
LEcd  to  deduct  the  tax  therefrom;  and,  under  proper  supervision  by 
the  courts,  are  to  have  such  disposal  of  the  property  as  this  re- 
quires.] 

Section  51 

[Summary :  Provisions  affecting  annuitants  and  the  like,  and  those 
obligated  to  annuity  payments]. 

Section  52 

In  case  a  testator,  prior  to  the  date  on  which  this  act  goes  into 
effect,  has  made  a  bequest  without  taking  into  account,  in  connec- 
tion therewith,  the  curtailment  of  the  amount  of  his  property  arising 
from  his  liability  for  the  National  Emergency  Levy,  the  heir  is 
authorised  to  decline  to  fulfill  the  terms  of  the  legacy,  to  such  an 
extent  as  shall,  by  reducing  the  assessment  on  this  property,  cause 
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the  tax  to  be  bonie  in  oorreqxmdiiig  imtaoB  by  IdmmM  woi  h 
legatee. 

The  same  piovision  ai^)lieB  to  cliargeB  on  an 

In  case  the  pajrment  due  a  legatee  is  curtailed,  by  naaon  of  tb 
provisions  of  Paragraphs  1  and  2,  he  may  enrtnll,  pgoportionshtf, 
the  charges  imposed  upon  him. 

The  inoTisions  of  Section  51  remain  unaffected. 

SscnoNB  53  AND  54 

(Sunmiaiy:  Further  provisions  for  apportionment  of  tiie  taxb»> 
tween  heirs  and  legatees  in  special  cases.] 

Section  55 

Joint-stock  companies,  companies  en  eowummdUi^  and  fimiled- 
bability  partnerships,  as  well  as  registoed  coOperatii^  associatiaa^ 
may  draw  on  their  legal  reserves  for  the  cadi-^Miyment  of  the  tsxor 
any  part  of  it. 

Section  56 

In  the  event  of  an  overestimate  or  underestimate  of  the  propei^ 
levy,  in  a  given  case,  corrections  and  re-assessments  may  be  nndft 
within  the  period  of  three  years.  It  is  not  necessary  that  new  fads 
or  evidence,  such  as  warrant  re-assessment,  shall  meanwhile  have 
been  ascertained. 

The  tax-rates  and  assessed  values  fixed  for  December  31, 1919, 
and  published  accordingly,  are  only  provisional.  During  the  ooui» 
of  the  three-year  period  designated  in  Paragraph  1,  these  tax-rates 
and  assessed  values  shall  be  tested  and  redetermined  in  accordance 
with  detailed  regulations  adopted  by  the  National  Coimdl.  In  case 
the  new  determination  of  rates  and  valuations  deviates  from  the 
provisional  determination,  immediate  notice  is  to  be  given. 

Section  57 

On  application  by  the  tax-payer,  the  property-levy  shall  be  ad- 
justed to  the  amount  of  the  property  in  accordance  with  re-assess- 
ments to  be  made  as  of  the  31st  of  December,  1920, 1921,  and  1922; 
provided  that  the  tax-payer  gives  evidence  to  the  effect  that  his 
property  has  diminished  by  more  than  one-fifth,  as  compared  with 
its  status  for  December  31,  1919,  as  a  result  of  the  alienation,  for 
value,  of  property-items,  or  in  consequence  of  the  loss  or  depreda- 
tion of  portions  of  the  property,  or  because  of  unusual  reverses. 

Section  58 

Whoever  is  guilty  of  defrauding  the  govemm^it  of  the  revenue 
due  in  accordance  with  the  provisions  (tf  this  act,  will  be  sabjeet  to  a 
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fine  ranpng  from  the  amount  of  the  sum  fraudulently  withheld  to 
three  times  the  amount  of  the  same. 

Section  59 

The  National  Minister  of  Finance  is  authorized,  in  exceptional 
cases  where  unusual  difficulties  would  arise  in  connection  with  the 
assessment  of  the  exact  amoimt  of  the  property,  to  arrive  at  an  agree- 
ment with  the  tax-payer,  whereby  the  tax  may  be  assessed  in  a  lump 
9iim;  and  in  this  way,in  the  interest  of  the  public  welfare^  to  mate 
due  provision  as  regardb  the  pledging  of  the  property. 

Section  60 

In  the  case  of  aU  tax-payers  who,  in  consequence  of  the  war,  have 
lost  articles  of  clothing  or  household  furniture,  and  have  not  as  yet 
replaced  any  of  these  articles,  the  property  is  exempt  from  levy,  to 
the  amount  of  the  value  of  said  artidee  of  clothing  and  household 
furniture,  but  not  to  an  amount  in  excess  of  fifty  thousand  marks. 

In  case  these  articles,  or  a  portion  of  the  same,  have  been  sold 
under  hostile  compulsion,  the  amount  by  which  their  value  exceeds 
the  proceeds  of  the  sale  is  regarded  as  lost.  The  proceeds  are  exempt 
from  taxation.  But  the  value  (tf  the  lost  articles  is  exempt  from  taxa- 
tion only  in  case  the  sum  of  their  value  and  the  proceeds  of  the  sale 
<loes  not  exceed  fifty  thousand  marks. 

Sbction  61 

The  proceeds  of  the  National  Emergency  Levy  are  to  be  applied 
in  accordance  with  further  provisions  in  the  National  Budget, 

SEcnoK  62 

The  regulations  for  the  execution  of  the  provisions  of  this  act  will 
be  promulgated,  the  National  Coimcil  concurring,  by  the  National 
Minister  of  Finance. 

The  Pruidenl  €f  the  Cammanwe&Uk^ 

Ebibt. 
The  National  MirdsUr  of  Finance, 
Ersbbeqxb. 
Berlin,  Deoember  81, 1911^. 
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THE  AMERICAN  MERCHANT  FLEET:  A  WAR 
ACHIEVEMENT,  A  PEACE  PROBLEM 
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Introduction 

Among  the  many  cataclysmic  ecoiiomic  changes 
irrought  by  the  world  war,  few  are  as  striking  as  the 
sudden  emergence  of  a  great  American  merchant  fleet. 

American  merchant  shipping  just  before  the  war 
8tood  at  the  close  of  half  a  century  of  uninterrupted 
decline.  In  1860  the  American  ocean-going  fleet  was 
practically  as  large  as  the  British.  Fully  two-thirds  of 
American  exports  and  imports  moved  in  vessels  of 
American  registry.  In  1910  the  American  fleet  had 
fallen  to  one-twentieth  the  size  of  the  British;  and  less 
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than  one-tenth  of  American  seaborne  foreign  tnde 
moved  under  United  States  flag.  For  years  befoi^  the 
war,  attempts  to  foster  merchant  shipping  met  iriA 
stolid  indifference  when  not  with  vigorous  oppositicm. 
The  business  men  of  the  country  were  convinced  diat 
ocean  transportation  was  an  industry  in  which  Ameiifiu 
labor  and  capital  could  not  profitably  engage. 

Today  the  situation  is  completely  changed.  Ameri- 
can merchant  shipping  occupies  a  commanding  posi- 
tion. The  fleet  under  United  States  flag  is  the  secood 
largest  in  the  world,  two-thirds  as  large  as  the  BritidL 
Nearly  one-half  of  American  exports  and  imports  are 
shipped  in  American  bottoms.  Popular  sentiment  has 
shifted  from  indifference  and  opposition  to  interest  and 
support.  From  one  end  of  the  country  to  the  oHier, 
business  interests  demand  the  permanent  establish- 
ment of  an  American  merchant  marine. 

The  present  American  merchant  fleet,  nevertheless, 
presents  an  unsolved  problem  —  indeed,  a  problem 
which  has  not  yet  been  squarely  faced.  Ships  no  more 
make  a  merchant  marine  than  steel  girders  a  railroad 
bridge.  The  American  fleet  as  it  stands  today  is  a 
mammoth  collection  of  war  material.  It  was  brou^t 
together  because,  in  the  face  of  Germany's  ruthless 
submarine  attacks,  ship  tonnage  was  an  indispensable 
means  of  successfully  prosecuting  the  war.  The  prob- 
lem now  is  one  of  conversion  and  absorption.  What  has 
been  acquired  as  an  instrument  of  war  must  be  turned 
into  a  resource  of  peace.  Merely  to  demand  a  merchant 
marine  will  not  accomplish  this  result.  There  must  be 
accurate  analysis  of  the  experience  of  the  war  period 
and  careful  diagnosis  of  the  present  shipping  situation. 
Only  then  can  the  issues  be  fairly  met  and  a  construc- 
tive American  policy  formulated. 
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Examination  of  American  shipping  experience  during 
the  war  discloses  a  succession  of  distinguishable  periods. 
For  over  two  years  the  situation  was  marked  by  offi- 
cial observance  of  strict  neutrality.  The  economic 
and  political  forces  which  gathered  under  this  policy 
became  so  powerful  that  the  close  of  1916  and  the 
opening  of  1917  witnessed  a  necessary  period  of  com- 
promise. The  declaration  of  war  by  the  United  States, 
April  6,  1917,  opened  a  brief  period  of  controversy, 
closed  only  by  a  complete  change  of  personnel  in  the 
government's  shipping  organization.  From  the  first  of 
August,  1917,  to  the  signing  of  the  armistice  was  a  period 
of  cooperative  effort  in  which  shipping  was  increasingly 
coordinated  with  the  other  war  activities  of  the  govern- 
ment. The  close  of  active  hostiUties  quickly  shifted 
the  shipping  problem  to  the  difficult  task  of  converting 
the  war  fleet  to  permanent  peace-time  services.  This 
problem  still  dominates  the  shipping  situation. 

Drifting  During  Strict  Neutrality 
In  general,  during  the  first  two  years  of  the  war, 
American  merchant  shipping  shifted  for  itself.  The 
shortage  of  tonnage  grew  increasingly  acute;  the  bel- 
ligerent nations  vied  with  one  another  in  drawing  ship- 
ping to  their  own  exclusive  services;  yet  the  American 
government  did  nothing. 

This  attitude  of  inactive  neutrality  was  broken  only 
by  the  enactment,  in  August,  1914,  of  a  free  registry 
law,  extending  American  registry  as  a  safe  haven  to 
foreign  shipping.  Traditional  American  policy  had 
excluded  foreign-built  vessels  from  American  registry. 
Renunciation  of  this  policy  first  occurred  in  the  Panama 
Canal  Act  of  August  24,  1912.  This  act  provided  that 
foreign-built  vessels  not  more  than  five  years  old  at  the 
time  of  registration,  and  certified  by  the  Steamboat 


Digitized  byVjOOQlC 


570  QUARTERLY  JOURNAL  OF  ECONOMICS 
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Inspection  Service  as  safe  to  carry  dry  and  paiduibk 
cargo,  might  be  admitted  to  American  repatry  far 
foreign  trade.  By  an  act  of  August  19,  1914,  the  fin- 
year  age  limit  was  removed.  Foreign-built  yesBeb 
thereafter  could  obtain  American  r^istry  upon  pBokn 
the  Steamboat  Inspection  Service  test  for  seaworthinM 

Numerous  owners  of  foreign-built  vessds  quidd^ 
took  advantage  of  the  free  r^istry  act.  The  greater 
safety  imder  neutral  flag  was  apparently  more  than  ai 
offset  to  more  expensive  American  operation.  Duiing 
the  fiscal  year  ended  Jime  30, 1915,  about  three^uaiten 
of  a  million  deadweight  tons  ^  were  brought  under  United 
States  flag  by  transfer  from  foreign  r^istry.  It  migiit 
have  been  thought  that  the  United  States  was  to  a^ 
quire  large  amounts  of  tonnage  as  a  result  of  its  nev 
r^istry  policy. 

Any  such  conclusion  was  imwarranted.  In  the  first 
place,  probably  nine-tenths  of  the  tonnage  transferred 
in  the  first  year  was  owned  by  American  individuals  and 
corporations  and  consequently  already  under  American 
control  while  under  foreign  flag.*  Furthermore,  most  of 
the  foreign  nations  speedily  enacted  laws  practically 
prohibiting  the  transfer  of  vessels  to  alien  r^istry. 
Transfers  under  the  law  of  1914  fell  during  the  fiscal 
year  1915-16  to  approximately  100,000  deadwdght 

I  Tonnage  data  compiled  by  the  United  States  Bureau  of  Navicataon  and  bf  aa- 
meroufl  foreign  ofiSoes  are  ordinarily  in  groee  tons.  In  thia  artide  it  is  more  eomreiMDt 
to  use  deadweight  figures  since  most  of  the  data  are  drawn  from  the  reeoids  of  tibe 
United  States  Shipping  Board  and  Emergency  Fleet  Corporation,  both  of  wMA  have 
kept  their  records  largely  in  deadweight,  rather  than  in  gross,  tonnaco.  Dsadwri^ 
tonnage  of  cargo  vessels  may  be  approximately  obtained  by  multiplying  grass  tooosfe 
by  f .  This  method  of  conversion  was  used  in  obtaining  the  figure  given  above.  It  will 
be  used  elsewhere  when  the  deadweight  tonnage  is  not  offidally  rtpotitd. 

*  The  traditional  American  policy  of  confining  American  registiy  to  AmerieBii4)ailt 
vessels  did  not  prevent  American  oitisena  from  owning  foreign-built  veaseb;  it  nerebr 
forced  the  registry  of  such  vessels  under  foreign  flag.  The  practice  was  to  hoU  sseh 
vessels  through  foreign  corporations  the  shares  of  which  were  held  by  American  ovnars. 
The  Commissioner  of  Navigation  estimated  that  at  the  opening  of  the  war  anch  Aneri- 
can-owned  foreign  tonnage  equaled  in  number  of  ships  and  somewhat  oiusodffll  in 
carrying  capacity  the  tonnage  registered  for  foreign  trade  under  American  flag.  Aaanal 
Report,  1014. 


Digitized  byVjOOQlC 


3?  THE  AMERICAN  MERCHANT  FLEET  571 

^<  tons.  The  aggregate  acquisitions  (deducting  losses 
v.  through  war  and  marine  risks)  from  August  19, 1914  to 
'±  July  1,  1919  were  about  1,000,000  deadweight  tons, 
i  Under  pre-war  conditions  such  accessions  would  have 
:  be^i  important.  Under  the  circiunstances  of  the  war 
r    period  they  were  of  slight  significance. 

The  free  registry  act  of  1914  might  well  have  been  the 
first  step  in  a  comprehensive  program  of  l^islation  de- 
signed to  enlarge  the  American  fleet  during  the  cru- 
cial months  of  European  war.  In  fact,  it  was  nothing 
of  the  sort.  Constructive  action  was  apparently  incon- 
sistent with  strict  neutrality.  For  two  years  the  govern- 
ment drifted.  If  there  were  an  official  program,  it 
seemed  to  be  to  solve  the  shipping  problem  by  presi- 
dential exhortation.  Not  imtil  the  fall  of  1916  was 
positive  legislation  finally  enacted. 

A  Period  of  Uncertainty 

The  Shipping  Act  of  September  7,  1916  introduced  a 
brief  period  of  compromise.  The  shipping  experiences 
of  the  first  two  years  of  the  war  had  convinced  many 
that  the  only  protection  of  American  trading  interests 
upon  the  high  seas  lay  in  government  acquisition  of 
merchant  vessels.  The  Shipping  Act  was  a  compromise 
between  those  favoring  a  comprehensive  program  of 
government  ownership  of  merchant  shipping  and  those 
advocating  continued  reliance  upon  private  initiative. 
Under  the  provisions  of  the  act,  the  United  States 
Shipping  Board  was  empowered  to  build,  repair  or 
alter,  buy,  lease,  or  charter  merchant  vessels.  In  effect 
the  power  to  build  vessels  was  sharply  separated  from 
the  power  to  acquire  tonnage  by  ot^er  means.  The 
power  to  build  was  limited  only  by  the  willingness  of 
Congress  to  grant  necessary  appropriations.^    On  the 

>  The  Shippizig  Act  made  $60,000,000  ayailaUe  for  tUa  inirpoae. 
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other  hand;  the  Board's  authority  to  purchase,  lease,  (st 
charter  was  narrowly  restricted.  Only  those  veasefc 
could  be  taken  which: 

1.  Were  about  to  be  withdrawn  from  the  foreign  and  domestk 
commerce  of  the  United  States  without  any  intentkm  on  tbe 
part  of  the  owners  to  return  them  within  a  reasonable  time; 

2.  Were  imder  the  registry  or  flag  of  a  foreign  country  not  en- 
gaged at  the  time  in  war; 

3.  Were  adapted  or  mi^t  by  reasonable  alterations  and  repaiD 
be  adapted  for  use  as  naval  auxiliaries  or  naval  tran^xxtB, 
or  for  other  naval  or  military  purposes; 

4.  Were,  upon  expert  examination  inade  under  direction  of  the 
Board,  found  to  be  without  alteration  or  repair,  at  least  75 
per  cent  as  efficient  as  when  originally  put  into  ocHnmisBun 
as  seaworthy  vessels. 

The  third  and  fourth  conditions  probably  did  not  pie- 
elude  the  Board's  acquiring  a  large  amount  of  tonnage, 
but  the  first  two  conditions  placed  practicsJly  all  f or^ 
vessels  beyond  the  Board's  reach.  Under  the  Act  <rf 
1916,  the  only  means  for  government  acquisition  of 
considerable  tonnage  was  new  building  on  goveromeat 
account,  and  in  this  direction  Congress  gave  no  promise 
of  loosening  the  purse-strings. 

Not  only  was  the  Shipping  Act  of  1916  a  compromise; 
it  was  a  hybrid  of  legislation  on  two  entirely  different 
subjects.  The  second  half  of  the  law  conferred  upon  the 
Shipping  Board  sweeping  regulatory  powers  over  "com- 
mon carriers  by  water."  Two  classes  of  carriers  were 
brought  within  the  jurisdiction  of  the  Board:  (1)  those 
engaged  in  foreign  commerce,  exclusive  of  ferry  boats  on 
regular  routes  and  freight  carriers  known  as  ''tramps"; 
(2)  those  engaged  in  interstate  commerce,  exclusive  of 
carriers  on  irregular  routes,  on  intrastate  lines,  and 
those  operating  solely  on  the  inland  waters  of  the 
country.^  In  general,  carriers  brought  under  the 
authority  of  the  Board  were:  (1)  forbidden  to  give  any 

>  Carriers  encaged  exoIusiTely  in  the  transportation  of  proprietary  trafie  also  van 
exempted  from  application  of  the  act. 
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unfair  or  unreasonable  advantage  or  preference  to  any 
particular  person,  locality,  or  description  of  traffic  in 
any  respect  whatever;  and  (2)  required  to  file  imme- 
diately with  the  Board  a  true  copy,  or  if  oral,  a  true  and 
complete  memorandum,  of  every  agreement,  under- 
standing, conference,  or  arrangement  regulating  rates, 
competition,  the  apportionment  of  earnings,  traffic,  or 
service.  Deferred  rebates  and  "fighting  ships''  were 
specifically  prohibited.  Carriers  in  foreign  commerce 
were  forbidden  to  charge  discriminatory  rates  or  rates 
prejudicial  to  American  exporters,  and  were  required  to 
observe  reasonable  regulations  and  practices;  and  the 
Board  was  empowered  to  order  an  unjust  rate  or  prac- 
tice discontinued  and  order  a  just  one  enforced.  Car- 
riers in  interstate  commerce  were  required  to  observe 
just  and  reasonable  rates,  classifications,  regulations, 
and  practices,  to  file  with  the  Board  and  keep  open  to 
pubUc  inspection  all  schedules  of  rates  and  charges,  and 
not  to  charge  more  than  such  rates  and  charges  except 
with  the  approval  of  the  Board  and  after  ten  days' 
public  notice.  Furthermore,  the  Board  was  empowered 
to  prescribe  reasonable  freight  rates  for  interstate 
carriers.  Substantial  penalties  were  provided  for  viola- 
tions of  the  act  or  failure  to  comply  with  its  provisions, 
and  the  Board  was  given  ample  power  to  entertain 
complaints,  conduct  hearings,  subpoena  witnesses,  file 
suits,  and  in  general  to  take  all  action  necessary  to  en- 
force the  law.  On  its  regulatory  side  the  Act  of  Septem- 
ber, 1916,  was  as  comprehensive  as  could  be  desired. 

The  administrative  organization  created  by  the  Ship- 
ping Act  of  1916  consisted  of  a  United  States  Shipping 
Board  of  five  commissioners  appointed  by  the  Presi- 
dent, by  and  with  the  advice  and  consent  of  the  Senate.^ 

>  Six  yean  wm  made  the  term  of  office  and  $7500  the  annual  aalary  of  the  com- 
miasbnen.  The  terma  of  the  fint  appointees  were  "stacgered  "  ao  that  the  term  of  one 
mmnber  of  the  Board  would  expire  each  year,  beginninc  with  the  end  of  the  aeooad  y«ar. 
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Appointment  of  commissioners  was  to  be  made  with 
due  r^aid  to  the  requirements  of  the  office  and  ''abir 
representation  of  the  geographical  divisions  of  the 
country/'  Not  more  than  three  of  the  commisdcoen 
were  to  be  appointed  from  the  same  political  party.  No 
commissioner  was  to  be  in  the  employ  of,  hold  any 
official  relation  to,  or  be  in  any  way  pecuniarily  into^ 
ested  in  any  of  the  companies  or  persons  subject  to  the 
Board's  action.  The  Board  was  thus  designed  to  be  a 
non-partisan,  non-sectional,  disinterested  administn- 
tive  organization. 

The  first  appointments  to  the  Board  reflected  the 
disposition  to  compromise  which  prevailed  at  the  time. 
In  the  first  place,  the  Preadent  delayed  nominations 
for  over  three  months.  It  was  not  until  the  22d  of 
December  that  the  President  sent  to  the  Senate  for 
confirmation  the  following  nominations: 

William  Denman,  Democrat,  San  Frandsoo,  admiralty  lawyer, 

term  of  six  years; 
Bernard  N.  Baker,  Democrat,  Baltimore,  ship  owner  and  pnat- 

dent  of  Atlantic  Transport  Line,  term  of  five  years; 
John  A.  Donald,  Democrat,  New  York  City,  steamship  opersr 

tor,  term  of  four  years; 
James  B.  White,  Republican,  Kansas  City,  lumberman  and 

lumber  exporter,  term  of  three  years; 
Theodore  Brent,  Progressive  Republican,  New  Orleans,  tranfl- 

portation  expert,  term  of  two  years. 

These  nominations  aroused  absolutely  no  enthuaasm, 
but  were  all  confirmed  by  the  Senate  late  in  January. 
The  Board  then  proceeded  to  organize  for  business,  first 
electing  Mr.  Denman  chairman.^ 

1  Mr.  Baker  at  onc«  resigned  on  the  26th  of  January.  For  the  greater  part  of  its 
existence,  the  Board  has  been  seriously  hampered  by  the  instability  ci  ita  membeiabip. 
The  Board  has  had  four  different  chairmen.  Thirteen  different  oomtniwioneTS  have 
served  during  the  three  and  one-half  years  since  the  Board  was  first  created.  Hm 
average  term  of  ofBoe  has  been  fourteen  months.  Mr.  Donald  alone  has  oontiaoed  on  the 
Board  from  the  start.  During  only  twenty-two  months  has  the  Board's  membeisMp 
been  complete,  and  fox  two-thirds  of  this  time  Yice-Chairman  Stevens  was  absent  ia 
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Upon  the  whole,  the  initial  personnel  of  the  Board 
gave  little  promise  of  constructive  action.  This  was 
particularly  so  after  Mr.  Baker's  early  resignation. 
Such  competence  as  the  conmiissioners  brought  to  the 
work  of  the  Board  lay  in  the  direction  of  regulation  of 
shipping  rather  than  the  upbuilding  of  the  merchant 
marine.  The  men  of  the  coimtry  who  best  knew  ship 
construction  and  operation  were  virtually  excluded 
from  the  organization  by  the  restrictions  placed  upon 
appointment  to  the  Board.  Men  with  wide  shipping 
experience  and  connections  were  held  to  be  so  enmeshed 
in  selfish  interests  as  not  to  be  eligible  for  the  govern- 
ment service. 

For  the  first  two  months  of  its  existence,  the  Shipping 
Board  occupied  itself  with  a  matter  of  slight  conse- 
quence. Section  9  of  the  Act  of  1916  provides  that  when 
the  United  States  is  at  war  or  during  any  national 
emergency  the  existence  of  which  is  declared  by  a 
proclamation  of  the  President,  no  vessel  registered  or 
enrolled  and  licensed  under  the  laws  of  the  United 
States  shall,  without  the  approval  of  the  Shipping 
Board  be  sold,  leased,  or  chartered  to  any  person  not  a 
citizen  of  the  United  States,  or  transferred  to  foreign 

Europe.  Much  of  the  time  the  Board  has  oonnsted  of  only  three  oommJHioiMn. 
Fortunately,  the  Act  of  1916  provided  that  raoaneiea  in  the  Board  ahould  not  impair  the 
risht  of  the  remaining  members  to  exerdae  all  the  Board's  powers.  The  sereral  suoceed- 
inc  commissioners  of  the  Board  with  the  dates  of  their  appointment  and  retirement  are 
srren  in  the  following  hst: 

Commissioner  Appointment  Resicnation 

confirmed  aooqrted 

William  Denman* January  19,  1917  July            24. 1917 

Bernard  N.  Baker '         '       *  January      26. 1917 

James  B.  ¥rhito •         •       •  July  24. 1917 

Theodore  Brent •         •       •  July  26, 1917 

John  A.  Donald January  23. 1917  f 

Raymond  B.  Stevens  March    15,  1917  June           15,  1920 

Edward  N.  Hurley*   June        25,  1917  July            31. 1910 

Bainbridoe  Colby   August      8,  1917  March          4,  1919 

Charles  R.  Page October    3,  1917  May           15. 1919 

John  B.  Payn«* August     5,  1919  March        13,  1920 

Henry  M.  Robinson September  15. 1010 

Thomas  A.  Scott April  15,  1920 

William  8.  BenMm* March    15,  1920  f 

*  Chairman.  f  Still  on  the  Board  Uune.  192Q). 
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registry  or  flag.  The  Board  almost  as  soon  as  organiied 
requested  the  President  to  issue  a  proclamation  dedar- 
ing  the  ezist^ice  of  such  a  national  emergency  as  con- 
templated  in  the  act.  The  President  promptly  ccHnplied 
on  February  5, 1917.  Thereafter  transfers  of  American 
vessels  to  foreign  r^stry  required  the  Boatd's  approval 

The  period  was  one  of  acute  shqiping  shortage  and 
attempts  to  transfer  American  vessels  to  foreign  registiy 
were  numerous.  The  second  annual  report  of  the  Board 
(p.  36)  states  that  a  large  part  of  the  time  of  the  Board 
during  its  meetings  in  February  and  March,  1917,  was 
occupied  in  considering  applications  for  transfer  d 
American  vessels  to  foreign  r^istry  and  for  the  charter- 
ing of  American  vessels  by  aliens.  Upon  the  ^diole,  the 
Board  adopted  a  strict  interpretation  of  its  authority  to 
approve  transfers,  and  permitted  transfer  of  only  those 
wooden  vessels  and  older  and  special-design  iron  and 
steel  ships  which  were  clearly  of  no  particular  value  to 
the  American  merchant  marine.  At  first  the  Board  ex- 
perienced difficulty  owing  to  the  fact  that  vessds 
building  in  the  United  States  might  be  sold  to  foreign 
interests  despite  the  provisions  of  the  September  act. 
The  Board  consequently  requested  Congress  to  extend 
its  authority  to  cover  vessels  in  process  of  construction. 
An  amending  statute  stopping  this  loophole  was  en- 
acted July  15,  1917.  Thereafter  it  was  imiK)ssible  for 
foreign  interests  to  acquire  American  tonnage  rither 
building  or  in  service  without  the  approval  of  the  Board. 
It  may  safely  be  said  that  under  the  Board's  adminis- 
tration there  has  been  no  transfer  from  American  to 
foreign  flag  of  ships  which  could  have  served  any  useful 
purpose  under  United  States  registry. 

The  preoccupation  of  the  Board  with  matters  of 
lesser  importance  was  quickly  terminated  by  the 
declaration  of  war  by  the  United  States  on  April  6, 
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1917.  Emphasis  at  once  shifted  from  the  problems  of 
regulation  to  those  of  construction.  The  regulatory 
measures  of  the  Shipping  Act  have  never  since  played 
H  major  part  in  the  work  of  the  Board. 

For  the  building  of  ships  more  elaborate  organization 
seemed  indispensable.  The  Act  of  1916  had  empowered 
the  Board  in  the  exercise  of  its  functions  to  form  one  or 
more  corporations  under  the  laws  of  the  District  of 
Columbia.  The  total  capital  stock  of  such  corporations 
was  not  to  exceed  $50,000,000.  The  Board  was  au- 
thorized for  and  on  behalf  of  the  United  States  to  sub- 
scribe to,  purchase,  and  vote  not  less  than  a  majority 
of  this  capital  stock,  and  the  Treasury  was  instructed 
to  place  at  the  disposal  of  the  Shipping  Board  the  full 
450,000,000  which  the  Board  was  authorized  to  use  in 
purchasing  the  stock.^ 

Acting  under  the  authority  thus  given,  the  Board 
organized  on  April  16,  1917,  under  the  laws  of  the  Dis- 
trict of  Coliunbia,  the  United  States  Shipping  Board 
Emergency  Fleet  Corporation.  Its  capital  stock  of 
$50,000,000  was  taken  entirely  by  the  Shipping  Board 
except  for  the  few  quaUfying  shares  of  the  directors.  In 
l^al  form  the  Emergency  Fleet  Corporation  was  a 
private  organization:  in  fact,  it  was  altogether  an 
ikgency  of  the  government.  The  intimate  connection 
between  the  Board  and  Corporation  was  made  evident 
in  the  selection  of  the  Commissioners  of  the  Board  to 
serve  as  five  of  the  seven  trustees  of  the  Corporation  and 
the  election  of  officers  of  the  Board  to  the  principal 
executive  positions  of  the  Corporation.  The  purpose  of 
the  Corporation  as  stated  in  the  first  annual  report  of 
the  Shipping  Board  (p.  6)  was  "to  place  on  a  competi- 
tive equality  with  private  shipping  all  vessels  operated 

1  The  Boaid  might  with  the  approval  of  the  President  sell  any  and  ftll  of  the  ttookol 
Abe  United  States  in  such  corporation,  but  at  no  time  was  it  to  be  a  minority  stoek- 
bolder  therein.  As  a  matter  of  fact,  the  Board  has  never  offered  any  of  the  stoek  for  sale. 
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under  govenunent  appropriations,  by  exempting  the 
latter  on  the  one  hand  from  governmental  restriction 
not  adapted  to  commercial  practice,  and  by  withhdding 
from  them  on  the  other  hand  such  immunity  in  domestk 
or  international  law  as  is  customarily  associated  jn&i 
government  activity."  That  the  Emeisency  Heet 
Corporation  was  a  desirable  addition  to  the  agencies 
engaged  in  the  government's  shipping  program  cannot 
be  questioned.  Beyond  doubt  it  greatly  facilitated 
execution  of  policies  adopted  by  the  government  during 
the  period  of  the  war. 

As  soon  as  the  Emergency  Fleet  Corporation  was 
fully  organized,  the  Shipping  Board  delegated  to  it  the 
authority  to  build  ships  conferred  in  the  Act  of  1916 
upon  the  Board.  The  government's  shipbuilding  pro- 
gram has  been  entirely  a  concern  of  the  CorporatioiL 
The  capital  of  the  Corporation,  $50,000,000,  was  at  once 
applied  to  the  project  of  building  ships.  At  first  difiK- 
culties  were  encountered  in  letting  contracts.  Sted 
yards  were  at  the  time  so  completely  tied  up  with  eariier 
business  that  they  offered  little  hope  of  considerable 
deliveries  to  the  government  for  many  months  to  come. 
Those  interested  in  the  wooden  shipbuilding  program 
were  quick  to  take  advantage  of  the  situation  and 
promised  large  deliveries  of  wooden  ships  at  earlier 
dates.  As  a  result,  under  the  leadership  of  Mr.  Demnan, 
President  of  the  Corporation  as  well  as  Chairman  of  the 
Board,  the  $50,000,000  available  for  new  ships  under 
the  Act  of  1916  was  soon  assigned  to  a  program  of 
wooden  ship  construction. 

Meanwhile  in  the  completion  of  the  organization  of 
the  Emergency  Fleet  Corporation,  Major  General 
George  W.  Goethals  had  been  made  general  manage. 
The  arrangement  was  not  a  happy  one.  On  the  one 
hand,  Mr.  Demnan  was  thoroly  conmiitted  to  a  huge 
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wooden  shipbuilding  program.  Upon  the  other,  General 
Gk)ethals  was  frankly  skeptical  regarding  the  plans  for 
wooden  shipbuilding  ^  and  urged  the  necessity  of  ener- 
gizing the  steel  shipbuilding  industry  of  the  country 
at  the  earliest  possible  moment.  Further  differences 
arose  as  to  the  design  to  be  adopted  for  wooden  ships. 
The  dispute  between  the  two  officers  of  the  Corporation 
grew  increasingly  acrimonious.  It  finally  led  in  July, 
1917,  to  the  resignations  of  both  men  at  the  request  of 
the  President.  This  brief  period  of  controversy  was  thus 
brought  to  an  early  close. 

ACCOMPLISHKENTS  DURINO  THE  WaR  EmERGENCT 

With  the  withdrawal  of  Mr.  Denman  and  General 
Goethals,  a  complete  reorganization  was  effected.  It 
took  two  lines:  (1)  an  entire  change  of  statutory  au- 
thorization; (2)  a  complete  change  of  personnel.  The 
powers  given  to  the  United  States  Shipping  Board  in 
the  Act  of  September  7,  1916,  were  rendered  altogether 
insignificant  by  the  authority  granted  imder  the 
Emergency  Shipping  Fund  Section  of  the  Urgent 
Deficiencies  Appropriation  Act  of  Jime  15,  1917.  By 
this  act  the  President  of  the  United  States  was  au- 
thorized: 

1.  To  place  an  order  with  any  person  for  such  ships  or  material 
as  the  necessities  of  the  government,  to  be  determined  by  the 
President,  might  require  during  the  period  of  the  war; 

2.  To  modify,  suspend,  cancel,  or  requisition  any  existing  or 
{\it\xre  contract  for  the  building,  production,  or  purchase  of 
ships  or  material; 

3.  To  requisition  the  output  of  any  owner  or  occupier  of  any 
plant  in  which  ships  or  material  were  built; 

4.  To  requisition  and  take  over  for  use  or  operation  by  the 
United  States  any  jdant  or  portion  of  a  plant,  whether  or  not 

>  The  akeptidBin  hM  been  abundantly  justified  by  subsequent  evento.  The  wooden 
tiupu  senred  no  useful  purpose  unlsM  it  were  to  inMTress  the  enemy  with  the  esnMstness 
of  our  shipbuildinc  effort  and  to  enlist  political  support  for  the  procram  in  this  ooontry. 
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the  United  States  had  any  eontract  or  agreement  with  tlie 
owner  or  occapier; 
5.  To  puiduise,  requisition^  or  take  over  the  title  to,  or  tlie 
poflBeflBion  of,  for  use  or  operaticm  by  the  United  States,  anj 
diips  then  constructed  or  in  the  procMB  ol  eonstniction  cr 
tboeafter  constructed,  or  any  part  thereof,  oi:  charta*  ol  sod 
ship. 

Complianoe  with  orders  issued  under  these  proviaons 
was  given  priority  over  aU  other  orders  or  contracts.  In 
case  of  refusal  to  obey  the  orders,  the  President  was 
empowered  to  take  immediate  possession  of  ships  or 
material  at  such  reasonable  prices  as  he  should  hhnsdf 
determine.  Just  compensation  was  required  for  all  prop- 
erty taken  under  the  Act.  For  acquiring  ships  under 
construction,  plants,  materials,  and  charters,  the  ex- 
penditure of  $250,000,000  was  authorized;  for  the 
construction  of  vessels  on  government  contract,  $500,- 
000,000  more.  Authority  granted  to  the  President  by 
the  act  was  to  continue  until  six  months  after  a  final 
treaty  of  peace  should  be  proclauned  between  the 
United  States  and  the  German  Empire.  All  ships  con- 
structed, purchased,  or  requisitioned  under  authority  of 
the  act  were  to  be  managed,  operated,  and  disposed  of 
as  the  President  might  direct.  Finally,  the  President 
was  authorized  to  delegate  all  power  conferred  upon 
him  by  the  act  to  such  agency  or  agencies  as  he  should 
from  time  to  time  select. 

By  an  executive  order,  signed  Jxily  11, 1917,  the  Presi- 
dent delegated  to  the  Emergency  Fleet  Corporation  all 
the  powers  and  authority  vested  in  him  under  the  act 
so  far  as  they  related  to  the  construction  of  vessels. 
All  his  other  powers  and  authority  relating  to  shipping, 
granted  under  the  act,  the  President  delegated  to  the 
Shipping  Board,  with  the  provision  that  in  the  discre- 
tion of  the  Board  the  powers  might  be  exercised  by  it 
directly  or  through  the  Emergency  Fleet  Corporation 
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or  any  other  corporation  organized  by  the  Board  for  the  ,^ 
purpose.   The  activities  of  the  Board  and  of  the  Cor- 
poration during  the  period  of  the  war  were  based  ahnost 
exclusively  upon  this  delegation  of  power  from  the 
President. 

•  The  authority  of  the  Corporation  in  the  building  of 
ships  was  essentially  unrestricted  and  the  task  of  con- 
structing the  new  fleet  became  the  one  absorbing  in- 
terest of  the  Corporation's  huge  Construction  Division. 
The  funds  appropriated  for  the  shipbuilding  program 
imder  the  Urgent  Deficiencies  Appropriation  Act  were 
inomediately  made  available  to  the  Corporation.  Sub- 
sequently Congress  placed  practically  no  limit  on  the 
sums  the  Corporation  might  spend.  Total  authorizations 
of  expenditure  exceeded  three  and  a  half  biUion  dollars. 

In  order  to  imify  the  building  program  and  to  secure 
absolute  control  over  building  already  in  process  or 
contracted  for,  the  Corporation  on  August  3  requisi- 
tioned all  hulls  and  materials  in  American  shipyards 
intended  for  use  in  the  con^ruction  of  steel  vessels  of 
2500  deadweight  tons  or  over,  for  private  and  foreign 
owners.  As  a  result  of  this  order  the  Corporation  came 
into  possession  of  rights  to  431  vessels  of  a  total  of 
3,068,000  deadweight  tons.  The  requisition  order  ap- 
plied to  vessels  in  all  stages  of  incompleteness;  in  some 
cases  only  a  few  materials  had  been  secured,  in  other 
cases  the  ships  were  about  to  be  delivered.  More  than 
half  of  the  tonnage  was  controlled  by  foreign  interests. 
At  the  time  of  the  requisition  practically  all  of  the 
available  shipbuilding  capacity  of  the  country  was 
taken  up  either  in  the  building  of  the  requisitioned  or  of 
naval  vessels.  The  requisition  order  gave  the  Corporar 
tion  undisputed  control  of  all  construction  operations 
except  those  for  the  navy. 

Of  the  431  vessels  on  private  contract  at  the  time  of 
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the  requisition  order,  19,  of  127,000  deadwei^t  tons, 
were  being  fitted  out;  131,  of  964,000  deadwei^t  tons, 
were  on  the  ways;  and  the  remainder,  281,  of  1,977,000 
deadweight  tons,  had  not  even  had  their  keels  laid. 
Progress  on  the  requisitioned  vessels  was  naturally 
more  rapid  than  upon  those  which  were  subsequently 
contracted  for.  The  total  requisitioned  tonnage  cooh 
pleted  during  the  period  of  actual  hostilities  was 
approximately  1,750,000  deadweight  tons.  This  con- 
stituted three-fourths  of  the  total  new  tonnage  delivered 
to  the  Emergency  Fleet  Corporation  prior  to  the  agiuDg 
of  the  armistice,  and  was  a  larger  amount  of  tonnage 
than  comprised  the  total  American  fleet  roistered  for 
foreign  trade  at  the  opening  of  the  world  war.  For 
this  part  of  its  fleet,  the  government  had  partly  to 
thank  the  private  concerns  who  had  begun  work  upon 
the  vessels  before  the  start  of  the  government's  own 
building  program. 

Along  with  the  program  of  completing  the  requisi- 
tioned vessels  went  a  program  of  construction  on  con- 
tract. The  majority  of  these  contract  ships  were  built  for 
a  lump  sum.  Some,  however,  were  constructed  on  the 
basis  of  cost  plus  a  fixed  or  sliding  fee.  Still  others  were 
built  in  the  great  *' agency"  yards  constructed  from 
government  funds.  Naturally,  the  contract  building 
program  was  slower  in  making  delivery  than  the  re- 
quisitioned ship  building  program.  The  first  contract 
for  new  construction  was  let  on  April  27,  1917;  the 
first  contract  ship  to  be  delivered  was  turned  over  to  the 
Fleet  Corporation  in  January,  1918.  At  the  signing  of 
the  armistice  the  contract  program  had  yielded  i^>- 
proximately  650,000  deadweight  tons,  about  one- 
fourth  of  the  total  deliveries  up  to  that  date. 

The  placing  of  contracts  for  vessels  was  only  a  small 
part  of  the  program  of  building  ships.  The  govemmoit 
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had  to  take  an  active  and  aggressive  part  in  providing 
additional  facilities  for  shipbuilding  as  well  as  accom- 
modation for  those  engaged  in  the  work.  In  the  last 
analysis  the  problem  was  to  mobilize  a  sufficient  body 
of  competent  and  willing  workers  with  an  adequate 
equipment  of  necessary  capital.  When  the  United 
States  entered  the  war  there  were  in  this  coimtry  37 
shipyards  building  steel  vessels  and  24  shipyards  build- 
ing wooden  vessels  of  over  3000  tons.  There  were 
143  ways  in  the  steel  yards  and  73  ways  in  the  wooden 
yards.  About  70  per  cent  of  the  ways  in  the  steel  yards 
were  then  constructing  vessels  for  the  navy,  and  many 
of  the  wooden  yards  were  unfit  for  modem  shipbuilding 
purposes.  An  expansion  of  the  shipyard  facilities  was 
thus  one  of  the  necessary  tasks  of  the  Fleet  Corporation. 
At  the  signing  of  the  armistice  the  nmnber  of  steel  ways 
available  for  the  program  of  the  Emergency  Fleet  Cor- 
poration had  been  increased  from  143  to  398  and  the 
number  of  ways  in  the  wooden  yards  from  73  to  418.  The 
number  of  steel  yards  taking  part  in  the  program  had 
been  increased  threefold,  the  nmnber  of  wooden  yards 
fivefold.  The  task  of  the  Emergency  Fleet  Corporation 
was  truly  one  of  tremendous  scope  and  proportions.^ 

Numerous  changes  in  the  personnel  of  the  Emergency 
Fleet  Corporation  organization  accompanied  the  suc- 
cessful prosecution  of  the  shipbuilding  program.  In 
the  reorganization  of  July,  1917,  General  Goethals  was 
succeeded  by  Rear  Admiral  Washington  L.  Capp,  an 
authority  on  the  subject  of  naval  construction.  Admiral 

1  The  total  ampropriatioiis  for  the  ■hipbuilding  program,  as  of  December  81, 1918* 
amounted  to  82,086,461,000.     The  total  was  made  up  of  the  following  items: 

Requisitioned  ships  8416,000,000 

Contract  ships    1,823,788JS00 

Plant  and  property   177,000,000 

Housing 76,000,000 

TraasporUtion 80.000,000 

Dry  docks  and  marine  railways 60,082,600 

Foreign  shipjrards  construction  66,000,000 

Letter  from  Director  Qeneral  Pies  to  Chairman  of  Senate  Committee  on  Com:- 
naroe,  February  0, 1919.  p.  72. 
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Capp  was  in  turn  succeeded  by  Rear  Admiral  Frederick 
R.  Harris,  Chief  ci  the  Bureau  of  Yards  and  Docks  in 
the  navy.  Both  of  these  naval  officers  brou^t  to  the 
Corporation  an  extraordinary  mastery  of  the  problons 
of  navy  ship  design  and  construction ;  but  they  did  not 
bring  the  necessary  acquaintance  with  the  probkns 
of  large-scale  business  organization  and  management 
Admiral  Harris  remained  in  office  less  than  three  weAs, 
and  was  succeeded  by  Charies  Piez  of  Chicago,  a  man  d 
conspicuous  business  success.  In  the  spring  of  1918  it 
became  clear  that  it  was  necessary  still  further  to 
strengthen  the  organization  if  the  construction  program 
was  to  meet  requirements.  The  appointment  in  Apd, 
1918,  of  Charles  M.  Schwab  as  director  general  of  the 
Fleet  Corporation  supplied  just  the  element  that  wk 
needed.  Mr.  Schwab's  extraordinary  genius  for  businesB 
organization  and  executive  work  and  his  suipasong 
personal  force  and  magnetism  aroused  a  high  pitch  d 
energy  and  enthusiasm.  With  the  Emergency  Fleet 
Corporation  moved  from  Washington  to  Philadelphia  so 
as  to  be  out  from  under  the  direct  influence  of  Congress 
and  the  Shipping  Board,  Air.  Schwab  was  able  to  pursue 
his  own  course  and  make  the  work  of  the  Fleet  Corpora- 
tion essentially  an  independent  enterprise,  altogether 
separate  from  the  other  activities  of  the  organization  in 
charge  of  the  government  shipping  program.  Under  the 
leadership  of  Mr.  Schwab,  ships  were  turned  out  with 
almost  inconceivable  speed  and  the  shipbuilding  pro- 
gram of  the  government  became  one  of  the  conspicuous 
successes  of  the  war  period. 

Ship  construction,  while  the  most  obvious  means  of 
obtaining  tonnage  for  the  government's  war  program, 
was  after  all  only  one  of  several  available  means.  Under 
the  direction  of  the  Shipping  Board,  merchant  tonnage 
was  obtained  for  war  service  from  a  munber  of  otlier 
sources: 
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1.  Through  requisition  of  American  vessels  under  private 
ownership  and  operation  and  their  subsequent  removal  from 
non-essential  services; 

2.  By  transfer  of  vessels  from  the  Great  Lakes; 

3.  By  purchase  of  vessels  from  foreign  owners; 

4.  By  charter  of  foreign  tonnage; 

5.  By  requisition  of  Dutch  ships; 

6.  By  seizure  of  enemy  vessels. 

The  requisition  of  American  flag  tonnage  was  made 
by  an  order  issued  October  12,  1917,  effective  on  the 
15th.  Under  this  order  all  American  steel  power-driven 
cargo  vessels  of  2500  deadweight  tons  or  over  and  all 
American  passenger  vessels  of  2500  gross  register, 
suitable  for  foreign  service,  were  requisitioned  for  gov- 
ernment use.  In  practically  all  cases  the  Shipping 
Board  did  not  wish  to  requisition  the  title  of  these 
vessels  but  merely  the  use.  The  requisition  order  of 
October,  1917,  brought  imder  government  control  393 
vessels  of  2,772,000  deadweight  tons.  On  armistice  day 
this  requisitioned  fleet  had  increased  to  444  vessels  of 
2,939,000  deadweight  tons. 

The  accession  of  tonnage  through  transfer  of  vessels 
from  the  Great  Lakes  was  more  picturesque  than  im- 
portant. Only  small  vessels  could  be  brought  down 
because  of  the  necessity  of  passing  the  ships  through 
the  intervening  locks  and  canals.  Certain  vessels  which 
were  too  large  to  go  through  on  their  keels  were  cut  into 
sections  and  floated  through  on  their  sides.  The  suc- 
cessful results  were  interesting  from  an  engineering 
point  of  view  but  gave  relatively  little  assistance  to  the 
government's  army  program.  Prior  to  the  signing  of  the 
armistice,  about  200,000  deadweight  tons  were  added  by 
transfer  from  the  Lakes  to  the  government's  ocean- 
going fleet. 

The  purchase  of  vessels  from  foreign  interests  was 
stopped  for  the  most  part  by  action  of  the  foreign  gov- 
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emments.  As  already  pointed  out,  there  was  conader- 
able  transfer  of  tonnage  from  foreign  flags  to  American 
registry  in  the  first  year  of  the  war;  but  accesaons  from 
this  source  fell  to  a  low  figure  following  the  adop- 
tion of  restrictive  measures  abroad.  From  the  Ji^nn- 
ese,  however,  it  was  possible  to  purchase  thirteen  sted 
cargo  vessels  already  constructed  and  to  contract  for 
the  building  of  thirty  others.  Chinese  yards  also  unda- 
took  to  build  four  on  American  order.  None  of  the 
Japanese  and  Chinese  contract  ships  came  out  befcm 
the  close  of  hostilities,  and  aside  from  transfers  of 
registry  by  private  concerns  —  aheady  considered  — 
probably  not  more  than  175,000  deadweight  tons  were 
acquired  before  armistice  day  by  purchase  from 
foreigners.^ 

Through  the  joint  action  of  the  Shipping  Board  and 
the  War  Trade  Board,  the  government  made  eveiy 
effort  dining  the  war  to  charter  vessels  from  for^ 
coimtries.  Agreements  were  made  with  five  forogn 
countries:  Denmark,  Sweden,  Norway,  Japan,  and 
France.  Ships  obtained  from  France  were  sailing  ves- 
sels, consequently  of  relatively  little  use;  and  much 
other  tonnage  obtained  under  these  agreements  could 
not  be  put  to  war-zone  use.  Altogether  the  govern- 
ment, as  a  result  of  a  series  of  negotiations  with  these 
foreign  powers,  secured  about  150,000  tons  of  sailing 
tonnage  and  almost  1,000,000  deadweight  tons  of  steam 
vessels. 

Dutch  shipping  in  American  ports  was  acquired  under 
a  presidential  proclamation  of  March  20,  1918,  issued 
after  fruitless  negotiations  with  the  government  of  the 
Netherlands.  The  proclamation,  in  accordance  with 
established  principles  of  international  law,  authorized 

1  This  is  exolufliye  of  enemy  tonnase  obtained  from  minor  bellicereat  or  neutral 
powers. 


Digitized  byVjOOQlC 


THE  AMERICAN  MERCHANT  FLEET  687 

the  Secretary  of  the  Navy  to  take  possession  of  all 
vessels  of  Netherland  registry  necessary  for  the  prose- 
cution of  the  war.  The  vessels  were  to  be  manned, 
equipped,  and  operated  by  the  Navy  Department  and 
the  Shipping  Board.  The  owners  were  to  be  given  full 
ccnnpensation  by  the  Board.  Under  the  provisions  of 
this  proclamation,  the  government  obtained  87  Dutch 
vessels  of  534,000  deadweight  tons,  lying  in  widely 
scattered  ports  of  the  United  States,  including  Porto 
Rico  and  the  Philippines. 

When  the  United  States  entered  the  war,  a  large 
number  of  ships  of  German  registry  were  interned  in 
American  ports.  These  vessels  were  at  once  taken  over 
by  custom  house  officials  and  later  placed  with  the 
Shipping  Board  for  repair.  On  May  12, 1917,  Congress, 
by  joint  resolution,  conferred  authority  on  the  President 
to  take  possession  and  title  to  all  vessels  which  were 
under  enemy  ownership  or  r^istry  when  brought  within 
American  jurisdiction,  and  to  operate,  lease,  charter, 
and  equip  them  for  the  service  or  commerce  of  the 
United  States.  By  executive  order  of  June  30, 1917,  the 
President  authorized  the  Shipping  Board  to  act  imder 
this  resolution.  The  Board  immediately  made  formal 
seizure  to  confirm  possession  of  the  vessels.  Ninety-one 
vessels  of  nearly  900,000  deadweight  tons  were  thus 
added  to  the  government's  fleet.  ^ 

The  different  sources  of  tonnage  contributed  widely 
varying  amoimts  to  the  emergency  fleet  imder  govern- 
mental control  in  the  fall  of  1918.  The  most  important 
accessions  came  from  the  requisition  order  of  October, 
1917,  the  construction  of  new  vessels  in  American  yards, 
the  chartering  of  neutral  tonnage,  and  the  seizure  of 
enemy  vessels.  The  requisition  of  Dutch  ships  was  also 

1  A  number  of  other  enemy  veoBeb  interned  or  aeiaed  by  other  coontries  were  pur- 
ehaaed  or  chartered  by  the  Shipping  Board  during  the  war. 
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an  important  addition  to  the  fleet.  At  the  signing  of  the 
armistice,  practically  every  source  had  been  exhausted 
except  new  construction. 

The  great  merchant  fleet  held  by  the  govemm^it  was 
controlled  through  agencies  set  up  by  the  ShQ>piDg 
Board.  The  first  organization  consisted  of  the  Tnuos- 
portation  Conmiittee  of  the  Emergency  Fleet  Coipon- 
tion.  This  was  later  converted  into  the  Committee  of 
Operations  of  the  Corporation,  and  this  in  turn  into  t 
Division  of  Operations,  co5rdinate  with  the  Constru^ 
tion  Division.  On  September  29,  1917,  the  trustees  of 
the  Emergency  Fleet  Corporation  appointed  a  Director 
of  Operations.  Two  months  later  all  vessels  owned  by 
the  Shipping  Board  were  chartered  to  the  Coiporatioo 
Division  of  Operations.  For  a  while  general  administra- 
tion of  the  requisition  program  and  the  operatiiHi  and 
direction  of  all  vessels  imder  the  control  of  the  Board 
was  solely  in  charge  of  the  Division  of  Operations. 
From  February,  1918,  to  January,  1919,  however,  the 
Shipping  Control  Committee  in  New  York  City  was 
responsible  for  the  allocation  of  vessels  to  cargoes  and 
ser\ices.  During  this  period  the  Di\dsion  of  Operations 
had  charge  of  requisitioning  ships,  controlling  frei^t 
rates,  attending  to  repairs  and  physical  upkeep,  and 
making  all  financial  and  business  arrangements  with 
owners  and  operating  agencies.  Since  January,  1919, 
supervision  of  the  management  and  operation  of  the 
government's  merchant  fleet  had  been  altogether  the 
work  of  the  Division  of  Operations. 

Control  of  American  merchant  shipping  during  1918 
was  exercised  largely  by  the  Shipping  Control  Com- 
mittee. This  Committee  was  organized  on  February  11, 
1918,  by  the  Shipping  Board  acting  in  conjunction  with 
the  War  Department.  The  Committee  consisted  of 
three  members,  one  representing  the  British  Ministry 
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of  Shipping.  Mr.  P.  A.  S.  Franklin,  President  of  the 
International  Mercantile  Marine  Company,  was  made 
chairman  of  the  Committee  and  completely  dominated 
its  activities. 

The  powers  of  the  Shipping  Control  Committee  were 
twofold:  first,  as  the  agent  of  the  Shipping  Board  it 
allocated  the  merchant  vessels  mider  government  con- 
trol to  the  services  in  which  they  were  most  needed; 
second,  as  agent  of  the  War  Department,  it  had  entire 
charge  of  the  operation  of  the  cargo  steamers  assigned 
to  the  army  for  transport  of  military  material  to  the 
American  army  abroad.  So  far  as  possible,  vessels  were 
turned  over  to  the  army  cargo  service.  But  a  TniniTniiTn 
movement  of  essential  imports  had  to  be  preserved; 
and  the  Chilean  nitrate  trade  had  to  be  developed  to 
proportions  never  before  contemplated.  In  bringing 
conmiercial  shipping  to  the  bare  requirements  of  essen- 
tial trade,  the  Committee  was  supposed  to  follow  the 
import  restrictions  of  the  War  Trade  Board.  These 
in  turn  were  based  upon  the  studies  and  reconunenda- 
tions  of  the  Division  of  Planning  and  Statistics  of  the 
Shipping  Board.  The  importance  of  the  work  of  the 
Committee  can  hardly  be  exaggerated.  By  the  signing 
of  the  armistice  practically  all  steam  vessels  over  5000 
deadweight  tons,  suitable  for  trans-Atlantic  service 
imder  war  conditions,  had  been  withdrawn  from  the 
conunercial  trade  and  allocated  to  army  use.^ 

The  government's  control  of  shipping  was  not  con- 
fined to  vessels  brought  definitely  imder  its  jurisdiction 
by  purchase,  requisition,  seizure,  and  direct  charter. 
In  order  to  exercise,  if  possible,  some  measure  of  con- 
trol over  alien  shipping  in  American  foreign  trade,  a 
Chartering  Committee  was  appointed  by  the  Shipping 

1  The  War  Department  and  War  Trade  Board  had  to  bring  considerable  preMore  to 
bear  upon  the  Conunittee  to  bring  about  this  result. 
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President  or  his  authorized  agent.  By  proclamation  of 
July  29,  1918,  the  President  delegated  to  the  United 
States  Shipping  Board  the  authority  conveyed  by  the 
Act  of  the  19th.  This  authority  was  exercised  by  the 
Board  during  1918  through  the  Chartering  Committee. 
During  the  second  half  of  1918  not  a  charter  was  written 
nor  a  freight  rate  specified  in  the  ocean-going  trade 
of  the  United  States  without  the  approval  of  the  agen- 
cies of  the  United  States  Shipping  Board.  Government 
control  of  merchant  shipping  in  American  service  was 
absolute. 

Slow  as  was  the  progress  made  upon  the  shipping 
problem  during  the  early  days  of  the  war,  the  govern- 
ment's final  shipping  program  was  an  assured  success. 
It  is  true,  of  course,  that  there  would  have  been  a 
continuing  shortage  of  shipping  had  the  war  lasted 
through  the  spring  and  summer  of  1920.  At  the  same 
time  there  would  have  been  enough  shipping  to  assure 
the  successful  prosecution  of  any  military  program  that 
could  possibly  have  been  put  through.  Waste  there 
surely  was  in  the  construction  of  shipping;  unwilling 
cooperation  may  have  marred  the  relations  between  the 
Shipping  Board  and  the  War  Department;  certainly 
there  were  times  when  the  Shipping  Control  Conmiittee 
appeared  to  be  more  solicitous  of  the  trading  interests  of 
the  merchant  marine  than  of  the  pressing  military  needs 
of  the  War  Department.  But  upon  the  whole  the  gov- 
ernment's regulation  of  shipping  during  the  months 
prior  to  the  armistice  was  a  success.  Two  million  men 
were  placed  in  France  with  all  the  necessary  militaiy 
stores  and  supplies.  The  task  was  an  imprecedented  one 
and  its  successful  accomplishment  reflects  great  credit 
upon  those  who  were  instrumental  in  bringing  it  about. 
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Problems  Since  the  Signing  of  the  Abiostice 

The  signing  of  the  armistice  completely  overturned 
the  shipping  problem.  As  long  as  we  were  sending  more 
and  more  men  to  France,  control  of  merchant  shipping 
had  but  a  single  object  —  the  mobilization  of  merchant 
ships  for  the  transportation  of  men  and  materials  to 
Europe  and  the  importation  of  materials  for  essential 
military  and  civilian  uses.  Unlike  many  other  war  proj- 
ects, the  task  of  the  Shipping  Board  did  not  dissdve 
with  the  close  of  actual  hostilities.  Upon  the  whole,  the 
problem  became  even  more  difficult.  In  place  of  the 
single  objective  of  the  war  period,  there  were  at  least 
two:  first,  the  liquidation  of  the  war  program;  and 
second,  the  much  more  difficult  problem  of  utilizing  the 
government's  control  and  resources  for  the  upbuilding 
of  a  permanent  mercantile  marine. 

The  problem  of  liquidating  the  war  conmiitments  was 
the  simpler  of  the  two.   The  phase  of  this  problem  to  be 
most  quickly  settled   was  the  shipbuilding  program. 
The  maximum  active  program  of  the  Emergency  Fleet 
Corporation  had  risen  to  the  tremendous  total  of  3,148 
vessels  of  17,400,000  deadweight  tons.^   About  2,400,- 
000  deadweight  tons  had  been  delivered  when  the  arm- 
istice was  signed.    That  event  naturally  brought  an 
immediate  reaction  in  the  yards.    Overtime  work  was 
eliminated  and  the  workers  dropped  the  record-breaking 
pace  which  they  had  acquired  under  the  stimulus  of 
Mr.  Schwab's  leadership.    Uncertainty  as  to  the  gov- 
ernment's cancellation  policy  added  to  the  slump.    A 
material  reduction  in  the  building  program  obviously 
was  desirable.  How  far  it  would  be  practicable  to  go  was 

1  The  origiiial  paper  progrftm  had  called  for  more  than  18,000,000  deadwvicht  tooa 
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uncertain.  When  oflScials  of  the  Emergency  Fleet  Cor- 
poration finally  undertook  a  review  of  outstanding 
contracts,  consideration  was  given  to  the  following 
factors:  ^ 

1.  CJost  to  the  Corporation  of  the  cancellation  proposed; 

2.  Progress  on  the  contract  proposed  for  cancellation; 

3.  Quantities  of  material  assembled  at  the  yard; 

4.  Percentage  of  material  already  manufactured  or  fabricated; 

5.  Status  of  contracts  for  the  amortization  of  plant  investment; 

6.  Whether  the  yard  were  an  old  or  a  new  one; 

7.  Whether  the  Corporation  had  an  investment  interest  in  the 
contract; 

8.  Whether  the  program  showed  a  surplus  of  the  type  of  vessel 
proposed  for  cancellation; 

9.  Whether  the  general  labor  situation  in  the  yard  would  be  dis- 
turbed by  cancellation. 

The  laying  of  keels  for  wooden  ships  was  immediately 
stopped  on  a  general  order;  steel  construction  was 
handled  vessel  by  vessel.  Cancellations  and  suspensions 
finally  amoimted  to  about  3,825,000  deadwei^t  tons, 
constituting  about  22  per  cent  of  the  pre-armistice 
building  program.  By  far  the  greater  part  of  the  govern- 
ment's shipbuilding  has  been  done  since  the  signing  of 
the  armistice. 

Deliveries  during  1919  estabUshed  high  records, 
greatly  in  excess  of  the  highest  figures  of  1918.  In  April, 
1919,  over  800,000  deadweight  tons  were  turned  over  to 
the  Emergency  Fleet  Corporation.  The  program  is  now, 
in  the  summer  of  1920,  virtually  completed.  It  has 
added  to  the  American  merchant  fleet  more  than  2350 
vessels  of  over  13,500,000  deadweight  tons.  More  than 
1700  of  these  vessels,  of  11,500,000  deadweight  tons,  are 
of  steel.  When  it  is  realized  that  the  entire  American 
merchant  marine  engaged  in  foreign  trade  at  the  open- 
ing of  the  war  hardly  exceeded  1,500,000  deadweight 

>  Third  Annual  Report.  United  States  Shipping  Board,  pp.  81.  82. 
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tons,  an  idea  is  obtained  of  the  tremendous  propoitkns 
of  the  government's  shipbuilding  effort. 

The  relinquishment  of  government  control  of  "pa- 
vately  owned  shipping  was  a  somewhat  slower  prooea 
than  the  revision  of  the  building  program.   At  the  sogn- 
ing  of  the  armistice  practically  two-thirds  of  the  tonnage 
under  govenunent  control  was  in  the  direct  service  of 
the  anny  and  navy.  Altho  the  army  needed  IncreasiDg 
niunbers  of  troop  transports  for  the  return  of  the  men 
diuing  the  spring  of  1919,  its  need  of  cargo  tranqMutsat 
once  dedined,  and  the  release  of  tonnage  from  army ser?- 
ice  was  steady  and  substantial  throu^out  the  first  half 
of  1919.  Speedy  relinquishment  of  government  coatid 
would  have  been  justified  had  it  not  been  for  the  great 
food  shipments  imdertaken  in  E\ux>pean  relief  during 
the  early  months  of  1919.    This  movement  set  in  duiing 
February  and  soon  attained  large  proportions.  In  May, 
when  the  food  relief  movement  was  at  its  height,  a  fleet 
of  about  2,000,000  deadweight  tons  was  employed— 
approximately  one-fourth  of  the  active  tonnage  undo* 
Shipping  Board  control.    Despite  the  pressure  which 
this  task  imposed  upon  American  flag  tonnage,  release 
of  privately  owned  tonnage  was  gradually  effected, 
with  the  result  that  by  Jime  30, 1919,  only  those  vessels 
were  still  under  requisition  which  were  particulariy 
adapted  for  the  westbound  troop  movement.    For  the 
most  part  privately  owned  tonnage  was  free  from 
government  control  within  six  months  of  the  signing  of 
the  armistice.^ 

The  release  of  requisitioned  vessels  did  not  preveat 
the  Shipping  Board  from  continuing  to  dominate  the 
tonnage  situation,  for  the  fleet  of  vessels  owned  by  the 
government  was  by  far  the  largest  plying  in  American 

>  Redelivery  to  the  Dutch  of  the  yetteb  requisitioned  during  the  wmr  proeceded 
■lowly  and  was  not  completed  untU  the  summer  of  1919. 
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trade.  The  vessels  were  managed  and  operated  by 
private  companies,  but  always  under  the  supervision  of 
the  Division  of  Operations  of  the  Emergency  Fleet  Cor- 
poration,  and  subject  always  to  the  dictation  of  the 
Board  and  Corporation  as  to  cargoes  and  service.  In 
the  employment  of  the  vessels  the  Shipping  Board  has 
endeavored  to  establish  r^ular  sailings  on  more  than 
twoscore  trade  routes,  largely  in  trans-Atlantic  and 
South  American  services  where  it  has  been  thought  that 
American  exporters  have  a  special  interest.  By  this 
means  the  Shipping  Board  has  attempted  to  do  con- 
structive work  in  the  permanent  establishment  of  an 
American  merchant  marine.  It  might  well  have  been 
even  bolder  and  more  imaginative  in  this  part  of  its 
work. 

Meanwhile,  early  in  1919,  the  Board,  imder  the  leader- 
ship of  Chairman  Hurley,  iEtdopted  the  policy  of  selling 
the  government's  tonnage  to  private  pim^hasers.  No 
restrictions  as  to  nationality  were  placed  upon  the  sale 
of  the  wooden  vessels;  in  fact,  special  inducements  were 
offered  for  the  foreign  purchase  of  these  ships.^  On  the 
other  hand,  steel  ships  were  offered  only  to  American 
buyers.  The  Shipping  Board  in  the  summer  of  1919 
established  at  New  York  City  a  Ship  Sales  Division 
which  made  every  effort  to  dispose  of  the  government's 
vessels.  Unfortunately  the  prices  at  which  the  vessels 
were  held  were  so  high  as  to  discourage  negotiations. 
Chairman  Payne's  report  to  the  Senate  Committee  on 
Commerce  on  February  21,  1920,  stated  that  at  that 
time  the  total  sales  consisted  of  the  following  vessels 
(excluding  vessels  reconveyed  after  have  been  requisi- 
tioned while  building  on  private  contract) : 

>  It  hM  been  reoogniied  by  all  that  the  sale  of  the  wooden  veoBeb  is  merely  a  prob- 
lem in  the  salvage  of  war  materiaL 
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Number  told                         Material 

TFpe 

96 

steel 

Cargo 

20 

Wooden 

Cargo 

10 

Composite 

Cargo 

5 

Steel 

Paflsenger  and  cargo 

1 

Steel 

Refrigerator 

23 

Steel 

Barge 

1 

Wooden 

Tug 

41 

Wooden 

Barge 

;aminatioE 

i  of  the  details  of  these  sales  discloses  tt» 

fact  that  practically  no  sales  of  merchant  ships  have 
been  e£fected  save  in  cases  where  the  purchasers  have 
enjoyed  shipping  contracts  which  gave  promise  of  being 
profitable  enou^  to  write  off  quickly  a  substantial  part 
of  the  purchase  price  of  the  ships.  There  have  been 
practically  no  sales  of  merchant  ships  under  open  ma> 
ket  conditions.  The  ship  sales  policy  of  the  Shipping 
Board  has  been  thus  far  an  unmistakable  failure. 

But  the  most  conspicuous  failure  of  the  Shipping 
Board  management  has  followed  from  its  complete  lack 
of  constructive  policies.  Congress  and  the  people  of  the 
country  have  expected  wise  coimsel  from  those  who  have 
had  for  many  months  the  greatest  responsibilities  and 
largest  opportunities  imaginable  in  modem  shipping. 
Section  12  of  the  original  Shipping  Act  of  1916  def- 
initely instructed  the  Shipping  Board  to  investigate 
certain  matters  important  in  the  determination  of 
permanent  shipping  policy.  The  Board  was  to  obtain 
information  regarding: 

1.  The  relative  cost  of  building  merchant  ships  in  the  United 
States  and  in  foreign  maritime  countries; 

2.  The  relative  cost,  advantages,  and  disadvantages  of  operating 
in  the  foreign  trade  vessels  under  United  States  registry  and 
under  foreign  registry; 

3.  Methods  of  classifying  and  rating  vessels  abroad  and  in  the 
United  States; 

4.  Domestic  and  foreign  marine  insurance,  with  a  view  to  the 
steps  necessary  to  develop  a  model  marine  insurance  in  aid  of 
an  American  merchant  marine; 
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5.  The  navigation  laws  of  the  United  States  and  the  rules  and 
regulations  thereunder,  with  a  view  to  amendment  and  im- 
provement of  the  laws; 

6.  The  legal  status  of  mortgage  loans  on  vessel  property,  with  a 
view  to  improving  the  security  of  such  loans  and  of  encourag- 
ing investment  in  American  shipping. 

Clearly  Congress  intended  that  the  Shipping  Board 
should  assflst  in  the  formulation  of  shipping  policy. 

In  fact,  the  Shipping  Board  has  contributed  little  to 
the  solution  of  the  problem.  The  provision  that  the 
Board  furnish  Congress  with  information  has  for  the 
most  part  been  a  dead  letter.^  It  was  natural  that  the 
energies  of  the  Shipping  Board  should  be  turned  in  other 
directions  prior  to  the  signing  of  the  armistice,  but  there 
is  no  justification  for  the  neglect  of  the  important  work 
of  investigation  since  that  time.  A  special  committee 
appointed  by  the  Board  for  the  purpose  of  carrying  on 
investigations  required  imder  Section  12  never  func- 
tioned. The  Division  of  the  Shipping  Board  organiza- 
tion best  qualified  to  carry  on  the  investigations  was 
abolished  by  order  of  Chairman  Payne  in  August,  1919. 
On  the  side  of  scientific  investigation  of  shipping  prob- 
lems, the  Shipping  Board  has  never  shown  the  slightest 
vision.  Its  contribution  to  the  formulation  of  a  per- 
manent shipping  policy  has  been  practically  nil. 

This  entire  lack  of  far-reaching  plans  is  the  most 
serious  feature  of  the  present  status  of  the  American 
merchant  fleet.  In  government  circles  there  has  been 
too  much  disposition  to  stand  upon  the  record  of  gov- 
ernment control  of  shipping  dining  the  war,  too  little 
readiness  to  face  the  imderlying  factors  of  the  present 
shipping  situation.  That  the  government's  experience 
with  the  fleet  has  been  upon  the  whole  a  success  proves 

>  The  one  important  Shipping  Board  Report  which  has  iaaued  on  the  subjecta 
•numerated  ia  a  report  on  marine  inauranoe  compiled  under  the  able  direction  of  Mr.  8. 
8.  Huebner.  This  was  carried  through  under  the  encouragement  of  the  Houae  Com- 
mittee on  the  Merchant  Marine  and  Ilsheriea. 
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nothing  regarding  the  possibility  of  a  permanent  mer- 
chant marine  on  a  profit-making  basis.  During  the  war, 
the  government  used  '^strong-arm"  methods,  and  the 
taxpayer  and  bond-subscriber  paid  all  bills.  But  now 
the  outcome  is  dependent  ultimately  on  economic  f  onxs 
of  a  more  fundamental  character. 

In  the  first  place,  the  shipping  world  is  threatened 
with  a  surplus  of  tonnage  within  the  next  two  or  three 
years.    The  shortage  of  ship  tonnage  which  has  pre- 
vailed since  the  opening  months  of  the  war  cannot  pos- 
sibly continue.   Ship  construction  has  proceeded  at  an 
imprecedented  pace  during  the  past  two  years.   Fully 
four  times  as  much  tonnage  was  launched  during  1918 
and  1919  as  during  any  two  years  before  the  war.  Dur- 
ing the  ten  years  before  the  war  the  woiid's  fleet  of 
ocean-going  merchant  steam  vessels  increased  at  the 
rate  of  approximately  one  and  a  half  million  gross  tons  a 
year.    If  its  increase  at  this  rate  had  not  been  into^ 
rupted  by  the  war  it  would  have  reached  a  total  of 
about  54,000,000  gross  tons  at  the  middle  of  the  currait 
year.  There  is  every  indication  that  this  figure  has  now 
been  covered,  and  that,  therefore,  the  world  will  have  in 
the  latter  part  of  this  year  fully  as  large  a  fleet  as  it 
would  have  had  had  there  been  no  war.    Labor  condi- 
tions may  render  this  tonnage  somewhat  less  effici^t 
than  a  corresponding  amount  would  have  been  under 
pre-war  conditions.  Upon  the  other  hand,  it  is  probable 
that  the  demand  for  tonnage  during  the  next  few  years 
will  not  be  as  great  as  it  would  have  been  had  the  war 
not  had  its  destructive  effects.    It  may  be  concluded, 
therefore,  that  should  construction  proceed  at  not  more 
than  half  its  pace  of  the  past  two  years,  a  serious  excess 
of  shipping  will  surely  result  within  the  next  two  years. 
And  even  if  construction,  despite  the  enormously  in- 
creased facilities,  should  not  exceed  the  normal  pre-war 
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isuies,  some  excess  of  shipping  is  to  be  expected.  This 
irospect  must  be  kept  constantly  in  mind  in  formulat- 
Qg  the  government's  policy  toward  the  American 
aerchant  marine.  It  has  been  easy  enough  to  operate 
ftiips  at  a  profit  under  the  rates  which  have  prevailed 
nnce  1914.  It  will  be  a  very  different  matter  to  operate 
;faem  successfully  when  competition  assumes  the  in- 
tensity it  is  likely  to  show  during  the  next  few  years. 

In  the  second  place,  it  is  probable  that  the  fleet 
t>rought  under  American  flag  is  seriously  in  excess  of  the 
CTnited  States  flag  tonnage  which  can  be  profitably 
nnployed  in  American  trade.  Careful  estimates  of  the 
irolume  and  movement  of  American  exports  and  imports 
and  the  probable  efficiency  of  shipping  indicate  that 
between  15,000,000  and  16,000,000  deadweight  tons  of 
shipping  in  continuous  service  are  required  to  lift 
American  foreign  trade.  But  the  country  cannot  expect 
to  cany  under  its  own  flag  all  of  its  exports  and  imports. 
One-half,  at  most  two-thirds,  is  within  the  bounds  of 
possibility.  Even  the  British  just  before  the  war  were 
canyii^  only  about  65  per  cent  of  their  combined  ex- 
ports and  imports  under  their  own  flag.  If  our  ves- 
sels are  operated  with  reasonable  efficiency,  the  largest 
amount  of  tonnage  we  can  expect  to  employ  for  the  pres- 
ent in  our  own  foreign  trade  is  approximately  10,500,- 
000  deadweight  tons.  It  is  clear  that  we  shidl  have  at 
the  end  of  the  present  year  an  aggregate  ocean-going 
tonnage  in  excess  of  our  present  trade  requirements. 
Consequently  the  sale  of  a  substantial  amoimt  of  ton- 
nage to  foreign  interests  should  be  made  a  part  of  the 
government's  shipping  policy. 

The  composition  of  the  present  American  merchant 
fleet  is  another  important  consideration  in  determining 
American  shipping  policy.  The  small  merchant  marine 
under  United  States  flag  at  the  opening  of  the  war  pre- 
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sumably  consisted  of  those  vessels  best  adi4>ted  totti 
trades  in  which  the  vessels  were  engagiecL  Thesiieni 
speed  of  the  ships  built  by  the  government^  upon  tb 
other  hand,  have  been  dictated  not  by  oonmi^rcial  en- 
siderations  but  principally  by  the  desiie  to  obtaiai 

TnftTiTniiTn  of  ship  tonnage  in  a  TnininmiTn  of  tJTfML   Ii- 

evitably,  construction  has  run  to  certain  etandaid  om 
and  to  those  types  for  the  building  of  which  yards  hivt 
been  already  equipped.  It  is  important,  therefcxe,  to 
raise  the  question  how  far  the  present  American  fleets 
composed  of  vessels  capable  of  meeting  foreign  wasp^ 
tion  on  favorable  terms. 

The  answer  to  this  question  will  be  most  aignifieantX 
attention  is  focused  on  steam  vessels,  and  particiiMf 
on  steel  steamships.  The  sailing  vessd  had  best  be 
eliminated  because  the  future  of  ocean  tranqxxrtitki 
lies  unmistakably  in  the  poweiKlriven  ship*  Woodei» 
concrete,  and  composite  vessds  had  best  be  exdudel 
because  wooden  vessels  are  demonstrably  inefficient  and 
so  ill-adapted  to  American  service  as  to  be  miprofitaUe 
to  operate,  and  concrete  and  composite  vessds  are  stOl 
so  clearly  in  an  experimental  stage  as  to  present  a  most 
uncertain  future.  The  conditions  under  which  the 
American  merchant  marine  must  meet  foreign  comp^ 
tion  will  be  set  by  the  character  of  the  fleet  of  sted 
steamships. 

The  most  significant  size  and  speed  comparis(»i8  that 
can  be  made  are  between  the  present  American  and 
British  ocean-going  steel  steam  fleets.  A  study  (rf  the 
percentage  distribution  of  these  two  fleets  by  important 
size  groups  shows  that  the  American  fleet  has  a  mudi 
larger  proportion  of  small  vessels  and  a  much  smaller 
proportion  of  large  vessels.  A  like  comparison  of  rdi^ 
tive  speed  shows  that  two-thirds  of  the  American  ves- 
sels possess  less  than  twelve  knots  rating,  whereas  (Hily 
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dightly  more  than  one-half  of  the  British  ships  are  as 
slow.  Of  fast  vessels  (fifteen  knots  and  over),  the 
British  have  twice  as  great  a  proportion.^  The  com- 
position of  our  fleet  places  us  unmistakably  at  a  dis- 
advantage as  compared  with  the  British,  despite  the 
fact  that  ours  is  a  much  newer  fleet. 

Finally,  there  is  the  fundamentally  decisive  factor  of 
comparative  costs  imder  American  and  foreign  registry.    ^ 
The  great  disadvantage  of  American  ships  before  the 
war  was  universally  admitted.    Ships,  stores,  repairs, 
crew,  formerly  cost  the  American  operator  much  more 
than  the  foreign.  These  higher  charges  are  what  drove 
I    the  American  merchant  marine  from  the  sea.  But  the 
,    war  has  materially  reduced  the  excess  of  American  costs. 
The  wages  paid  seamen  on  American  vessels  today  are 
I    but  slightly  higher  than  those  paid  on  foreign  ships. 
;    Other  operating  expenses  have  been  almost  as  strikingly 
«    equalized.    Ship  construction  in  Great  Britain  is  about 
I    as  expensive  as  in  the  United  States.  So  far  as  capital 
I    diarges  in  the  shipping  industry  are  to  rest  upon  the 
:    cost  of  new  vessels  added  to  the  fleets,  American  ship 
.    operation  will  be  at  no  such  prohibitive  disadvantage  as 
before  the  war.    The  difliculty  on  the  side  of  capital 
account  lies  in  the  fact  that  the  fleets  of  most  British 
companies  date  back  a  niunber  of  years  and  are  carried 
on  the  books  today  at  substantially  less  than  repro- 
duction cost.    Until  American  shipping  capital  can  be 
flimilarly  written  o£f,  or  the  necessity  of  continual  re- 
placements raises  the  capital  value  of  all  fleets  to  the 
costs  of  current  reproduction,  American  ship  operation 
will  labor  imder  most  serious  difliculties  in  competition 
with  foreign  flag  tonnage.  Even  if  capital  cost  can  be 
fairly  equalized,  there  is  no  certainty  that  American 

>  Tank  TeHel*  are  ezdoded  from  all  these  oomparisoDs.  The  American  fleet  of  this 
type  18  in  all  reapecta  snperior  to  the  Britiah. 
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operation  can  be  made  profitable.  Probably  th^e  are 
lines  of  shipping  in  which  Americiui  business  iiig^ 
nuity  can  overcome  the  present  obstacles  and  win  its 
way.  Upon  the  other  hand,  probably  there  are  otiMr 
lines  in  which  American  effort  will  not  succeed  except 
with  substantial  grants  made  either  directly  or  in- 
directly from  the  public  treasury.  The  poesSnIity  of 
large  subsidies,  tho  distasteful  to  many,  must  be  faeed 
in  view  of  the  present  overwhelming  sentiment  in  fsTor 
of  an  American  merchant  marine.  The  chances  aie, 
however,  that  a  policy  of  ship  subsidy,  even  if  adc^ted, 
will  do  little  more  than  postpone  the  day  of  final 
reckoning.  In  general,  merchant  marines  have  waxed 
and  waned  in  response  to  underlying  economic  foroes, 
not  in  answer  to  government  aid.  And  among  Uie  many 
economic  forces  iQVolved,  none  is  so  important  as  com- 
parative cost  of  operation. 

Factors  such  as  those  mentioned  cannot  be  ignored  in 
the  ultimate  settlement  of  American  shipping  pdigr. 
Yet  the  recommendations  of  the  Shipping  Board  have 
given  little  evidence  of  a  study  of  the  general  shipping 
situation.   For  several  months  after  the  signing  of  the 
armistice  no  recommendations  at  all  were  f orthccxning 
from  the  Board.  Finally,  late  in  March,  1919,  Chainnan 
Hurley  announced  his  proposal.^  In  substance  it  reocHO- 
mended  sale  of  the  government's  fleet  to  American 
citizens  at  the  current  world-market  prices  for  similar  i 
tonnage.   The  government  was  to  offer  easy  terms  of  \ 
payment  extending  over  ten  years.    Until  paym^ts   ^ 
were  completed,  the  government  was  to  retain  control 
of  the  employment  of  the  vessels,  actually  extrading 
financial  assistance  when  vessels  were  assigned  to  un- 
profitable services  which  American  trading  interest 

1  The  plan  wm  altofether  Mi.  Hurley**;  the  other  memben  of  the  Boud  kaev 
praotioaUy  nothing  of  it. 
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might  require.  In  general,  however,  the  government 
was  to  withdraw  from  the  shipping  buoness  as  soon  as 
possible.  The  scheme  was  worked  out  with  considerable 
daboration.  To  the  casual  observer  it  migiht  have  sub- 
stantiated Mr.  Hurley's  claim  that  the  plan  was  formu- 
lated after  a  close  personal  study  of  conditions  at  home 
and  in  Europe,  and  after  careful  consideration  of  the 
best  information  he  had  been  able  to  obtain  about  what 
is  going  on  hi  other  quarters  of  the  ^obe.^  In  fact,  the 
plan  did  littie  more  than  reflect  a  careful  regard  for 
prevailing  popular  sentiment.  The  public  as  a  whole 
thoroly  distrusts  government  ownership  and  manage- 
ment of  the  merchant  fleet  and  demands  a  return  of  the  ^  ' 
ships  to  private  enterprise.  The  same  public  insists  (.  ' 
that  the  financial  costs  of  the  war  be  kept  at  a  minimum 
by  the  sale  of  the  government's  war  purchases  on  the 
best  obtainable  terms.  Mr.  Hurley's  plan  was  an  at- 
tempt to  meet  these  requirements  of  public  opinion,  not 
the  factors  of  the  shipping  situation. 

Prompt  sale  of  the  fleet  to  private  purchasers,  as  first 
proposed  by  Mr.  Hurley,  has  now  been  the  policy  of  the 
Shipping  Board  for  nearly  a  year  and  a  half.  What  in 
general  may  be  said  of  the  outcome?  The  net  effect  has 
been  to  prove  conclusively  that  a  policy  of  sale  means 
nothing  apart  from  the  specific  terms  upon  which  the 
vessels  are  offered.  In  practice  the  Shipping  Board  has 
held  the  government  vessels  at  such  prices  as  to  pre- 
clude rapid  transfer  of  the  fleet  to  private  hands.  In 
practice,  hi  other  words,  the  Shipping  Board  policy  has  ^ 
been  designed  to  preserve  the  government  fleet  despite 
the  Board's  protestations  in  favor  of  private  owner- 
ship. 

The  Merchant  Marine  Act  of  1920,  approved  on 

>  Cf .  addrcH  ddhrered  bef  on  the  NfttiooAl  MarixM  LMsue,  New  York,  March  27, 
1919. 
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June  5,  assures  no  substantial  change  in  this  situation.^ 
The  Shipping  Board  is  authorised  and  directed  to  seB 
''as  soon  as  practicable,  conastent  wiih  good  busiiieBB 
methods,  and  the  objects  and  purposes  to  be  attained 
by  this  Act,  at  public  or  private  competitive  sale  after 
appraisement  and  due  advertisement "  all  of  the  veaseb 
acquired  by  the  Board.  But  the  Board  has  had  au- 
thority to  do  this  at  all  times.  In  determining  the  con- 
ditions of  sale  the  Board  is  instructed  by  the  act  to 
''take  into  consideration  the  prevailing  domestic  and 
foreign  market  prices  of  the  available  supply  of,  and  tbe 
demand  for,  vessels,  existing  f rd^t  rates,  and  proflpeet 
of  their  maintenance,  the  cost  of  constructing  vessds  of 
similar  types  imder  prevailing  conditions,  as  wdl  as  the 
cost  of  the  construction,  or  purchase  price  of  the  veaseb 
to  be  sold,  and  any  other  facts  or  conditions  which  would 
influence  a  solvent,  prudent,  business  man  in  ihe  sale  of 
similar  vessels  or  property  which  he  is  not  forced  to 
sell."  But  surely  the  Board  has  not  been  sdling  slupB 
without  taking  these  matters  into  consideration.  Per- 
haps the  Act  of  1920,  by  explicitly  directing  the  Board  to 
sell,  clarifies  somewhat  the  government's  policy.  But 
it  is  to  be  noted  that  the  act  still  leaves  to  the  Board  the 
actual  definition  of  terms  upon  which  the  ships  shall  be 
disposed  of.  Whether  the  vessels  will  be  rapidly  or 
slowly  transferred  to  private  ownership  depends  upon 
decisions  which  must  be  made  by  the  new  and  enlarged 
Board  provided  by  the  new  law. 

It  seems  altogether  probable  that  for  many  years  to 
come  the  government  will  continue  to  own  a  IsagB  fleet 
of  ocean-going  merchant  vessels.  As  much  is  confessed 
in  the  new  law  through  the  indefinite  eictension  of  tiie 
life  of  the  Emergency  Fleet  Corporation.  Much  is  to  be 

>  Then  u  no  opportttoity  to  diacuis  in  this  article  oth«r  aspeeU  of  the  new  kiif 
lAtion. 
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for  the  adoption  of  the  contrary  policy  of  sale  at 
fntices  low  enough  to  give  reasonable  assurance  of  prof- 
itable operation  by  American  operators  under  United 
States  ship  registry.  Certainly  the  policy  would  have 
the  great  advantage  of  giving  the  business  much- 
needed  initial  aid  without  forcing  the  government  into 
the  objectional  policy  of  continuing  ship  subsidies.  (^ 
But  there  is  little  prospect  of  the  adoption  of  such  a 
policy.  Moreover,  the  most  propitious  time  for  the 
policy  has  now  passed.  To  dispose  of  the  fleet  rapidly 
by  private  sale  at  the  present  time  would  involve  reduc- 
tions of  price  which  the  American  taxpaying  public  is 
probably  not  prepared  to  accept.  The  chances  are  that 
the  government's  ships  will  be  offered  at  prices  which 
win  render  sales  slow.  The  probable  continuation  of  the 
shipping  activities  of  the  government  will  also  dis- 
courage private  purchases.  We  must  look  forward  to  a 
long  period  of  government  ownership,  with  the  form  of 
private  operation  on  government  account  with  which 
the  war  period  has  made  the  coimtry  familiar. 

If  this  be  the  case,  the  shipping  problem  becomes  for 
ihe  next  few  years  a  tremendous  experiment  in  govern- 
ment administration.  Employment  of  the  vessels  will 
be  supervised  by  government  officials.  The  financial 
results  of  operation  will  be  verified  by  government 
accoimtants.  Furthermore,  it  is  to  be  hoped  that  com- 
prehensive studies  for  ascertaining  the  most  promising 
shipping  services  will  be  made  by  competent  govern- 
ment experts;  that  alert  and  efficient  shore  agencies  in 
foreign  countries  will  be  established  under  government  • 
auspices;  that  the  operating  contract  now  being  intro- 
duced by  the  Division  of  Operations  will  be  so  per- 
fected as  to  place  a  definite  premiiun  upon  efficient 
operation  of  the  government's  vessels;  and  finally  — 
to  be  hoped  for  most  of  all  —  that  thoroly  able  men  will 
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be  brou^t  to  the  Shipping  Boaid  oiganixatioiL  Ik 
increase  of  salaries  of  conunisBiQnen  fiom  $7500  ti 
$12,000  per  annum,  as  provided  in  the  recent  act,  iii 
step  in  the  ri^t  direction.  The  enlaisement  of  tti 
Board  to  seven  members,  once  more  geografdiiealf 
distributed,  is  a  much  more  dubious  alteraticMi;  but  the 
changes  which  make  possible  the  appointment  <rf  oom- 
missioners  with  shipping  experience  and  shilling  eofr 
nections  constitute  an  unmistakable  improvement 

Upon  the  whole,  our  shipping  proUem  for  the  imme- 
diate future  has  become  a  problem  in  personneL  Su- 
perior leadership  by  the  Board  may  establidi  the 
American  merchant  fleet  without  excessive  waste.  It 
must  be  admitted  that  the  events  of  the  past  jrear  and  t 
half  do  not  offer  groimd  for  much  encouragement  Un- 
less there  is  greater  disposition  to  face  the  underiying 
facts  of  the  chipping  situaticm,  the  proqiects  are  most 
forbidding.  But  there  is  room  for  hope  in  the  tb(»o 
reorganization  of  the  Shipping  Board  under  the  new 
law.  A  higher  order  of  intelligence  and  faiHsi^tednees 
may  yet  be  brought  to  bear  on  the  countiy's  presong 
shipping  problem. 

Edmund  E.  Dat. 

Habyard  Uniykbsitt. 
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THE  REPORT  OF  THE  ROYAL  COMMISSION 
ON  THE  BRITISH  INCOME  TAX 

SUMMARY 

What  18  income  7  Money  and  real,  groes  and  net,  income  and  capital, 
W8.  —  The  married  couple  a  unit  7  611.  —  Exemption  limit,  612.  — 
£amed  and  unearned  income,  614.  —  Bachelors,  married  couples, 
children,  616.  —  Graduation;  the  new  scheme,  619.  —  Collection  at  the 
souroe;  undistributed  company  profits,  623. 

As  a  preliminary  it  is  desirable  to  make  clear  what 
the  business  of  the  Royal  CJommission  on  the  income 
tax  was.  It  was  not  appointed  to  survey  the  whole  tax 
system  of  the  country.  It  had  not  to  weigh  income 
tax  against  death  duties  or  tea  duty.  It  had  not  to 
examine  the  comparative  advantages  of  a  high  income 
tax  as  against  a  capital  levy  or  a  special  levy  on  war 
wealth.  Its  function  was  a  much  more  limited  one. 
Taking  the  income  tax  as  it  is  and  assuming  that  the 
amount  of  money  raised  by  it  at  present  will  have  to  be 
maintained,  how  can  the  various  anomalies  and  imfair^ 
nesses  and  complications  of  the  tax,  which  have  neces- 
sarily grown  up  with  its  growth,  be  best  cured  or 
palliated,  so  as  to  make  this  tremendous  engine  of 
revenue  —  probably  the  most  powerful  that  the  world 
has  ever  known  —  more  equitable  and  less  burdensome, 
but  not  less  eflfective,  than  before. 

The  question  which  presents  itself  first  in  lo^cal 
sequence  is:  what  exactly  should  be  included  in  the 
object ''  income,"  on  which  income  tax  is  assessed.  To 
the  uninitiated  this  may  seem  a  perfectly  simple  ques- 
tion. In  reality  it  is  an  extraordinarily  difficult  one,  and 

eo7 
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one  which,  in  a  number  of  different  connectioiis,  fan 
given  rise  to  perplexing  problems. 

First,  there  is  a  difficulty  arising  out  of  die  rehtioi 
between  money  income  and  real  income.  Tliere  is  do 
substantial  difference  between  the  real  income  of  serviee 
which  is  provided  when  a  wife  cooks  for  her  husband 
and  when  his  housekeeper  cooks  for  him;  but  tk 
housekeeper's  cooking  is  associated  with  a  money  m- 
come,  namely  the  payment  the  housekeejier  reoetves^ 
while  the  wife's  cooking  is  not.  Again,  if  a  man  owns* 
house  and  lets  it,  he  receives  a  mcmey  income,  irift 
^diich,  if  he  likes,  he  can  hire  similar  house  aocommodft- 
tion  for  himself  elsewhere;  but,  if  he  lives  in  his  own 
house,  he  gets  no  money  income  from  it.  Yet  again,  one 
official  is  paid  a  small  salaiy  and  is  allowed  board  and 
lodging  by  his  employer,  another  exactly  similar  official 
is  paid  a  large  salary  and  no  board  or  lod^ng.  Thereis 
no  difference  between  the  real  incomes  of  the  two  men. 
Plainly  the  fimdamental  thing  is  real  income.  When 
money  income  does  not  correspond  to  this,  it  is  real 
income,  and  not  money  income,  on  ^diich  the  amount 
of  a  man's  income  tax  ou^t  to  be  made  to  depend.  In 
theory  this  is  obvious.  But  in  practice  it  can  only  be 
very  partially  achieved,  because  real  income  not  rq)ie- 
sented  in  money  is  often  extremely  difficult  to  evaluate. 
When  a  man  occupies  his  own  house,  English  income 
tax  law  assumes  that  he  enjoys  from  it  a  real  income 
represented  by  the  money  income  he  could  get  by  let- 
ting it,  and  taxes  him  accordin^y.  But  it  does  not  do 
this  with  his  furniture  or  his  yacht  or  his  motor  car. 
Broadly  we  may  say  it  is  compelled  by  practical  c<m- 
siderations  to  base  itself  not  upon  real  income  but  upon 
money  income,  departing  from  this  rule  only  in  the 
special  case  of  houses  and  lands.  The  Royal  Commis- 
sion, in  the  main,  accept  this  ruling;  but  they  suggest 
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that  an  attempt  mi^t  be  made,  when  a  part  of  the 
r^ular  remimeration  of  an  employment  is  received  in 
kind,  to  bring  this  remmieration  within  the  scope  of  the 
tax. 

Secondly,  there  is  the  distinction  between  gross  in- 
come and  net  income.  It  is  plain  that  the  proper  object 
of  an  income  tax  is  net  income,  and  that,  when  charges 
are  incurred  in  the  process  of  obtaining  income,  these 
should  be  allowed  for  before  assessment  is  made.  Thus, 
the  cost  of  tools  and  special  clothes  are  allowed  as 
expenses.  But  it  is  not  clear  how  far  this  kind  of  allow- 
ance should  be  extended.  In  a  sense  a  man's  expendi- 
ture on  food  and  ordinary  clothing  constitutes  a  part  of 
the  expenses  of  earning  an  income;  for,  if  he  did  not  eat 
and  clothe  himself,  he  certainly  would  not  earn  any- 
thing. But  it  has  generally  been  agreed,  and  the  Com- 
mission propose  no  change,  that  the  only  expenses 
allowed  should  be  those  incurred  in  immediate  and 
epecial  connection  with  the  work  from  which  income  is 
derived. 

Closely  allied  to  the  distinction  between  gross  income 
and  net  income  is  the  more  difficult  distinction  between 
income  and  capital.  Income  tax  is  a  tax  on  income,  in 
which  no  account  is  supposed  to  be  taken  either  of 
accretions  to,  or  of  losses  from,  capital.  The  line  is  very 
difficult  to  draw.  When  machinery  is  used  up  in  two  or 
three  years  in  producing  the  income  of  those  years,  is 
the  wearing  out  of  the  machinery  a  capital  loss  or  is  it  an 
offset  to  gross  income,  to  be  allowed  for  before  net  in- 
come is  calculated  ?  If  depreciation  of  machinery  is 
allowed  for,  what  of  depreciation  of  buildings:  of 
obsolescence;  of  mine-shafts;  of  wasting  assets  gen- 
erally ?  Under  this  head  very  difficult  questions  have 
to  be  decided.  The  Royal  Commission  recommend  that 
the  practice  of  allowing  for  capital  wastage  when  it  is 
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the  necesBaiy  concomitant  of  inc 
be  carried  somewhat  further  thai 
they  do  not  advise  that  the  full  c 
respect  of  various  sorts  of  wast 
conceded. 

There  remain  some  difficult  que 

receipts   accruing,   not  regulariy 

casually  —  are  these  income  and  i 

to  income  tax  or  are  they  capital?- 

about  which  there  has  been  mucl 

the  income  of  persons  grouped  to 

societies  and  insurance  companic 

to  discuss  these  matters  now.    *! 

which  the  Conmiissioners  make 

them,  tho  important,  are  not  fun 

eral  scheme  of  their  report.    Bi 

have  left  the  scope  of  the  incomi 

conception  of  income  for  incom 

stantially  where  they  found  it. 

to  matters  of  more  general  interet 

The  British  income  tax,  apart 

local  authorities,  is  in  intention  ai 

the  income  of  natural  persons. 

companies,  it  strikes  them  as  aj 

persons  of  whom  they  are  formed 

distributed  profits,  of  which  I  sha 

ently,  these  persons  are  entitled  t 

the  revenue  authorities  if  the  rate 

money  in  the  hands  of  a  compi 

rate  to  which  they  are  themsi 

This  being  go,  it  is  e\'idently  nece 

further  can  be  done,  to  decide 

persons,  is  the  proper  unit  of  as 

come  tax  hitherto  that  unit  has 

persons  the  individual,  for  marrie 
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couple.  There  has  been  for  a  long  tune  a  confused 
complaint  going  on  about  this.  Partly  it  has  turned  on 
points  of  sentiment.  Certain  militant  ladies  have  com- 
plained that  it  is  intolerable  that  their  husbands  should 
fill  in  their  income  tax  forms  for  them,  apparently 
ignorant  of  the  fact  that  the  existing  law  allows  them, 
by  a  perfectly  simple  process,  to  secure  this  very 
troublesome  privilege  for  themselves.  But  there  is  also 
a  complaint  of  substance.  Since  the  rate  of  tax  is 
higher  on  a  £1,000  income  than  on  a  £500  income,  the 
practice  of  assessing  the  joint  income  of  a  married 
couple  means  that,  if  two  people,  each  with  £500  per 
annum  J  marry,  the  amoimt  of  taxation  taken  from  them 
after  marriage  is  greater  than  it  was  before;  and  this  is 
called  a  penalty  on  marriage.  It  is  even  called  deliber- 
ate encoimtgement  by  the  State  of  illicit  unions  outside 
the  marriage  bond.  On  the  other  side  there  are  three 
facts.  First,  under  the  existing  social  system  for  the 
great  bulk  of  the  population  the  incomes  of  husband 
and  wife  do  constitute  a  common  purse  for  the  ordinary 
purposes  of  life.  Secondly,  the  cost  of  living  to  two 
married  persons  living  together  is  less  than  the  smn  of 
the  costs  to  a  man  and  woman  living  separately;  so 
that,  all  other  things  being  equal,  a  married  couple  has 
a  greater  ability  to  pay  taxation  than  the  two  members 
of  it  had  jointly  before  they  were  married.  Finally, 
there  is  this  fact.  A  married  couple  made  up  of  a  hus- 
band with  £1,000  a  year  and  a  wife  with  nothing 
obviously  has  the  same  taxable  capacity  as  one  made 
up  of  a  husband  and  wife  each  with  £500  a  year.  Under 
the  existing  system  of  joint  assessment  they  are  in  fact 
taxed  equally.  Under  the  rival  system  of  separate 
assessment,  since  income  tax  is  charged  at  a  higher 
effective  rate  on  larger  than  on  smaller  incomes,  the 
aggregate  taxation  for  a  married  couple  with  £1,000  a 
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year  would  vary  widely  according  to  the  way  in  wfaiek 
that  £1,000  a  year  is  contributed  by  the  two  spaank 
It  would  be  largest  when  one  q)ou8e  contributed  ik 
whole  and  would  become  smaller  and  smaller  the  man 
neariy  the  two  contributions  i4>proached  to  equalify. 
This  is  plainly  unreasonable.  Moreover,  it  wcnikl  be 
very  difficult  to  prevent  transfers  of  income  between 
hud>and  and  wife  so  arranged  as  to  reduce  their  joiDt 
burden  of  taxation  to  a  minimum;  and  this  would 
mean  an  enormous  loss  di  revenue.  The  Royal  Com- 
mission decided  with  practical  unanimity  that  the 
existing  system  ought  in  substance  to  be  maintained. 
This  does  not,  of  course,  mean  that  equal  incomes  be- 
longing to  a  bachelor,  a  childless  married  couple  and  & 
married  couple  with  three  children  will  all  have  to  bear 
exactly  the  same  taxation.  All  that  it  means,  as  will 
become  apparent  shortly,  is  that  for  married  persons  the 
basis  of  assessment  shall  be  the  amount  of  their  joint 
income,  so  that  its  tax  burden  is  the  same  however  it 
is  divided  between  husband  and  wife. 

The  next  issue  is  the  exemption  limit.  It  has  always 
been  recognized  that  people  with  incomes  below  a  cer- 
tain minimimi  cannot  properly  be  called  upon  to  pay 
income  tax.  Before  the  war  the  limit  was  £160.  During 
the  war  it  was  reduced  to  £130;  but  the  effect  of  this 
reduction  was  largely  offset,  for  persons  other  than 
bachelors  or  spinsters,  by  the  operation  of  (new)  wife's 
allowance  and  children's  allowances.  The  evidence 
given  before  the  Commission  made  it  clear  that  the 
effect  of  these  allowances  upon  the  actual,  as  con- 
trasted with  the  nominal,  exemption  limit,  has  not  been 
properly  understood.  The  Commission,  therefore,  at- 
tached some  importance  to  a  change  of  nomenclature. 
Instead  of  speaking  of  a  single  exemption  limit  of  so 
much,  associated  with  various  allowances,  they  pro- 
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i^f  poBed  that  it  should  be  laid  down  in  clear  terms:  the 
H  exemption  limit  for  a  single  person  is  so  much:  for  a 
£  married  couple  without  children  so  much;  for  a  married 
I  couple  with  one  child  so  much;  for  a  married  couple 
I  with  two  children  so  much;  and  so  on.  They  held  that, 
if  this  were  done,  many  misunderstandings  would  be 
[  mriped  out,  and  many  discontents  felt  with  the  income 
■  tax  i^ystem,  which  exist  purely  in  consequence  of  these 
misunderstandings,  would  be  removed.  There  remained 
the  point  of  substance:    at  what  figures  should  the 
exemption  limit  for  the  various  cat^ories  of  persons 
whom  I  have  distinguished  be  fixed  ?    Plainly  this  is 
not  an  issue  which  can  be  settled  by  any  kind  of  rigid 
demonstration.    Account  must  be  taken,  so  far  as  is 
practicable,  of  the  incidence  of  indirect  taxes  upon  per- 
sons with  small  incomes;   of  the  large  changes  which 
have  recently  taken  place  in  the  purchasing  power  of 
money;  of  the  immense  change  that  has  taken  place 
in  the  amount  of  revenue  that  the  State  needs  to  raise; 
of  how  far  the  country  can  afford,  economically  and 
politically,  to  leave  large  sections  of  the  population 
outside  the  scope  of  direct  taxation;  and  so  on.   These 
are  the  sort  of  considerations  upon  which,  by  a  rough 
process  of  guesswork  and  of  judgment,  any  decision 
must  be  built.    The  conclusion  of  the  Commission  is 
that,  in  present  conditions,  the  following  limits  of 
exemption  for  persons  with  wholly  earned  incomes  are 
appropriate: 

for  a  single  person,  £150; 
for  a  married  childless  couple,  £250; 
for  a  married  couple  with  one  child,  £290; 
for  a  married  couple  with  two  children,  £320; 
for  a  married  couple  with  three  children,  £350, 
and  for  each  additional  child  a  further  addition  of  £30. 
When  income  is  partly  imeamed,  the  corresponding 
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exemption  limitB  should  be  somewfaat  lower,  a  £  of  » 
earned  income  being  counted,  in  ^ect, as  equal  toy  oft 
£  of  earned  income. 

This  leads  naturally  to  my  next  point.    Snoe  1907 
a  distinction  has  been  drawn  in  the  Britidi  ineome  tii 

law  between  earned   income  and    unearned  income.   I 

I 

The  latter,  which  the  Royal  Conunissioiiers  suggnt  ! 
might  be  better  named  investment  income,  coubIi 
roughly  of  all  incomes  derived  from  pioperty,  and  tk 
former  of  all  incomes  derived  from  personal  ez^tiooi^ 
including  the  whole  of  the  income  which  the  owner  of  i 
business  under  his  own  management  receives  &om  that 
business.  Since  1907,  except  when  a  man's  aggregite 
income  exceeds  £2,500,  unearned  income  has  been 
taxed  at  a  somewhat  higher  rate  than  earned  income. 
Some  people  have  taken  the  view  that  this  distinctiaii 
ought  no  longer  to  be  retained.  They  point  out  that  it 
leads,  among  other  things,  to  the  anomaly  that,  if  a 
private  person  turns  his  business  into  a  jmnt  stodt 
company,  while  still  in  effect  remaining  the  sole  owner 
of  it,  a  large  part  of  his  income,  which  has  hith^to 
been  "earned,"  will  now  become  "unearned,"  and  will 
be  taxed  at  a  higher  rate.  They  urge  further  that,  if 
any  distinction  is  made,  it  is  illogical  to  rest  content 
with  one  so  rough  as  to  treat  in  the  same  way  inc(»De 
from  a  man's  own  savings  and  income  from  inherited 
property.  Moreover,  they  add,  discrimination  against 
the  fruit  of  investment  is  boimd  to  prove  prejudicial  to 
saving.  There  is,  of  course,  considerable  force  in  these 
objections.  But  on  the  other  side  there  b  the  broad 
fact  that,  ordinarily  speaking,  a  man  whose  income 
depends  on  his  own  life  and  exertions  must  necessarily 
save  more  against  the  future,  and,  therefore,  has  leas 
taxable  capacity,  than  a  man  with  an  equal  income  de- 
rived from  investments.    The  Royal  Ck>nunisBioDer8 
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^irere  of  opinion  that  this  consideration  is  decisive.  They 
hidd  that  differentiation  between  earned  and  unearned 
income  should  continue;  but,  in  view  of  the  recent  in- 
erease  in  death  duties,  which  are  in  effect  a  kind  of 
deferred  tax  on  unearned  incomes,  and  of  the  increases 
jnoposed  by  themselves  in  family  allowances,  they  de- 
cided that  the  amount  of  differentiation  mi^t  prop- 
erly be  reduced  in  a  small  degree. 

Having  come  to  this  decision,  they  had  next  to  deter- 
mine by  what  method  the  required  differentiation  could 
best  be  secured.  Hitherto  this  has  been  done  by  mak- 
ing each  of  the  several  rates  that  are  applied  to  different 
ranges  of  income  below  £2,500,  9el.  less  for  earned  than 
for  imeamed  income.  This  arrangement  has  involved  a 
very  serious  anomaly.  Suppose  a  single  man  with  an 
income  of  £240.  Under  the  existing  law  that  man  is 
entitled  to  an  abatement  of  £120.  But,  when  part  of  an 
income  is  earned,  the  abatement  must  be  made  from  the 
whole  of  the  earned  income  before  it  is  made  from  any 
of  the  unearned  income.  Thus,  a  man  with  £240  of 
unearned  income  is  taxed  to  exactly  the  same  extent  as 
a  man  with  £240  of  income,  half  of  which  is  unearned 
and  half  earned.  Nor  could  the  difficulty  be  got  over  by 
allowing  the  abatement  to  be  made  from  unearned  in- 
come in  the  first  instance:  for,  if  this  were  done,  a  man 
with  £240  of  wholly  earned  income  would  be  taxed  the 
same  as  one  with  £240  of  the  two  sorts  mixed  in  equal 
proportions.  This  means,  in  effect,  that  the  privilege  of 
a  special  rate  for  earned  income  is  not  extended  to  those 
owners  of  small  amoimts  of  earned  income  who  may 
reasonably  be  supposed  to  need  it  most.  This  paradox 
—  which  has,  of  course,  a  much  wider  range  when  ac- 
count is  taken  of  married  couples  with  families  as  well 
as  of  single  persons  —  would  be  obviated  if  abatements 
were  drawn  from  the  earned  and  the  unearned  parts  of 
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mixed  incomes  in  proportion  to  the  amounts  ci  this 
parts.  But  this,  implying,  as  it  does,  a  knowledge  of  fte 
exact  amount  of  both  sorts  of  income  before  asseBBmot 
is  made,  would  involve  great  practical  difficulties  of  a 
kind  to  which  attention  will  be  drawn  in  another  eoi- 
nection  shortly.  The  way  out  which  the  Royal  Cod- 
mission  suggest  is  that,  up  to  £2,000  each  £  of  eanei 
income  shaU  be  treated  as  the  equivalent  of  i^  of  a  £<< 
unearned  income,  and  that  all  assessments  shall  be  made 
upon  this  basis. 

Adjustment  of  tax  to  the  di£Ferent  natures  of  two  in- 
comes of  equal  amount  is  not  the  only,  or  the  most  im- 
portant, adjustment  that  fairness  requires.  An  inoam 
that  has  to  support  a  husband  and  wife,  still  more  an 
income  that  has  to  support  a  husband  and  wife  and 
three  children,  has  not  the  same  taxable  capacity  as  ai 
equal  income  belonging  to  a  bachelor.  This  fact  tb 
recognized  in  the  existing  law  by  the  provision,  for 
small  and  moderate  incomes,  of  abatements  in  tbe 
shape  of  wife's  allowance  and  children's  allowaneeB. 
These  allowances  are  justified  by  the  same  consider- 
lions  that  justify  the  establishment  of  higher  exemption 
limits  for  family  men  and  childless  married  cou^des 
than  for  bachelors  or  spinsters.  But,  with  the  exempticm 
limit,  as  with  the  allowances,  to  determine  the  eiact 
figure  that  is  appropriate  is  a  very  difiScult  matter. 
From  one  point  of  view  it  may  be  argued  that,  tiie 
poorer  the  man  is,  the  more  help  he  needs,  and,  therefore, 
the  bigger  the  allowance  he  should  get  for  wife  and 
children.  On  the  other  hand,  it  may  be  answered  that  a 
rich  man's  wife  and  family  in  fact  cost  him  more  to 
maintain  than  a  poor  man's;  and  that,  if  the  difference 
in  taxable  capacity  between  a  bachelor  and  a  man  with 
three  children  when  the  income  is  £500  is  equivalent  to, 
say,  £200  of  income,  the  difference  at  an  income  level 
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of  £2,000  must  be  very  much  more  than  this.  It  has 
even  been  urg^  in  some  quarters  that  the  income  of  a 
man  with  a  wife  and  three  children,  whatever  its  amounti 
should  be  taxed  as  tho  it  were  five  incomes  each  of  one- 
fifth  its  size.  On  this  plan,  with  the  existing  scale,  a 
married  couple  with  three  children  would  pay  no  in- 
come tax  at  all  up  to  an  income  of  £650  and  would  pay 
BO  supertax  up  to  an  income  of  £12,500.  The  Royal 
Commission  have  taken  the  view  that  the  difference  in 
the  amoimt  of  income  tax  levied  on  single  persons, 
married  couples,  and  married  couples  with  children 
should  be  decidedly  greater  than  it  is  at  present  and 
should  not  be  confined  as  at  present  to  the  lower  ranges 
of  income.  They  recommend  that,  for  piuposes  of  in- 
come tax,  as  distinguished  from  supertax,  an  abatement 
should  be  made  from  all  incomes  before  taxation  is 
miposed  upon  them,  equal  to  the  amount  of  the  exemp- 
tion limit  which  has  been  fixed  for  each  several  cate- 
gory of  persons.  Thus,  in  terms  of  earned  incomes,  for 
bachelors  and  spinsters  there  would  be  an  abatement  of 
£150;  for  married  childless  couples  £250;  for  married 
couples  with  three  children  £350;  and  so  on. 

In  these  last  sentences  I  have  partly  anticipated  my 
next  point.  Under  the  existing  law  no  differentiation  is 
allowed  in  respect  of  any  part  of  incomes  that  exceed 
£2,500,  and  no  family  allowances  are  given  to  incomes 
above  £1,000.  This  arrangement  is  not  easily  de- 
fended. It  is  not  a  question  of  giving  rich  people  privi- 
lege as  compared  with  poor  people,  but  of  adjustmg  the 
burden  fairly  within  each  income  class  between  people 
whose  situations  are  different.  A  man  with  £3,000 
whose  income  is  wholly  earned  has  not  the  same  taxable 
capacity  as  his  neighbor  with  an  equal  income  all  de- 
rived from  the  funds;  still  less  has  the  £3,000  man  with 
a  large  family  the  same  taxable  capacity  as  the  £3,000 
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bachelor.  The  Royal  Commissioii  recognize  these  {act& 
But  they  also  recognize  another  fact,  namely  that,  tl» 
in  all  income  classes  the  man  with  earned  income  aod 
the  family  man  have  less  taxable  capacity  than  the  man 
with  investment  income  and  the  bachdor,  yet,  as  in- 
comes g^t  bigger,  the  proportionate  taxable  capadtia 
of  the  different  classes  come  closer  together.  Thus,  if  it 
the  £500  level  a  man  in  family  situation  A  has  half  the 
taxable  capacity  of  a  man  in  family  situation  B,  at  the 
£50,000  level  he  will  have  much  more  than  half  the  tan- 
ble  capacity.  A  millionaire  with  three  childrra  mi^ 
reasonably  be  called  upon  to  pay  very  nearly  100  per 
cent  of  what  the  millionaire  bachelor  pays.  The  Bapi 
Commission  have  endeavored  to  adjust  their  reoom- 
mendations  to  these  considerations  by  providing,  fint, 
that  relief  for  ^'eamedness''  of  income  shall  only  app(7 
to  the  first  £2,000  of  any  earned  income,  but  that  this 
relief  for  the  first  £2,000  shall  be  accorded  to  all  in- 
comes, whatever  their  size;  and,  secondly,  that  the 
abatement  for  ^'marriedness"  and  ^'familyness''  shaD 
be  extended  to  all  incomes  of  whatever  size.  With  the 
figures  which  the  Commission  recommend,  this  means 
that  a  bachelor  with  £2,000  earned  income  will  pay  £60 
less  tax  than  a  bachelor  with  £2,000  unearned  income, 
and  that  a  bachelor  with  £20,000  earned  income  will 
also  pay  £60  less  tax  than  a  bachelor  with  £20,000  un- 
earned income.  This  £60  is  between  |  and  |  of  the 
unearned  £2,000  man's  tax,  but  it  is  only  a  little  over 
i5o  part  of  the  £20,000  man's  tax.  In  like  manner, 
the  Commission's  recommendation  about  family  allow- 
ances means  that,  at  the  £600  level  a  man  (with  only 
earned  income)  who  has  a  wife  and  three  children  pays 
£54  less  than  a  bachelor;  and  that  the  £20,000  family 
man  also  pays  £54  less  than  the  bachelor.  At  the  £600 
level  the  relief  for  the  family  man  is  thus  about  60  per 
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cent  of  the  bachelor's  tax ;  but  at  £20,000  it  is  less  than 
105  part  of  that  tax. 

I  now  pass  to  the  difficult  subject  of  graduation.  The 
general  principle  that  large  incomes  should  contribute 
to  income  tax  in  larger  proportion  than  small  incomes  is 
not  now  disputed  by  anyone.  Nor  did  the  Commission 
feel  it  necessary  to  revise  in  any  fundamental  way  the 
gjeneral  relations  between  the  amounts  of  burden  borne 
by  different  income  classes  under  the  existing  law.  But 
the  existing  law  contains  very  grave  defects  of  detail. 
Graduation  is  effected  by  means  of  a  combination  of 
abatements,  the  amounts  of  which  differ  for  different 
incomes,  of  six  different  rates  of  tax  applicable  to  six 
income  zones  under  £2,500  and  of  supertax  at  progres- 
sive rates  on  larger  incomes.  Under  supertax  for  the 
larger  incomes  there  is  a  charge  of  1/  in  the  £  on  the 
first  £500  above  £2,000, 1/6  on  the  second  £500,  2/  on 
the  second  £1,000  and  so  on.  This  system  evidently 
provides  a  smooth  and  continuous  progression.  But 
for  incomes  below  the  supertax  level  progression  is 
made  by  jiunps.  For  example,  an  unearned  income  of 
£1,500  is  charged  at  the  rate  of  4/6  in  the  £:  but  an 
unearned  income  of  £1,501  and  upwards  at  5/3  in  the 
£;  the  corresponding  earned  incomes  being  charged  9(2. 
in  the  £  less.  Unless  special  provision  were  made  to 
obviate  it,  the  result  would  be  that  a  man  who  in- 
creased an  income  of  £1,500  by  £1  would  have  to  pay 
£55, 10«.  3d.  more  taxation!  The  remedy  provided  for 
this  under  the  present  law  is  to  allow  a  person  in  this 
position  to  hand  over  to  the  State  the  whole  of  any 
excess  income  he  may  have  above  £1,500  and  then  to 
pay  on  £1,500  at  the  £1,500  rate.  This  arrangement 
saves  a  man  whose  income  is  increased  by  a  small 
amount  above  £1,500  from  being  actually  worse  off 
than  before.  But  it  means  that  any  addition  made  to 
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his  income,  until  this  reaches  £1576,  5^.  6d.,  leaves  Urn 
no  better  off  than  he  was  before.  In  short,  it  meaa 
that,  for  incomes  between  £1,500  and  £1576,  5s.  61, 
the  slice  of  income  above  £1,500  is  taxed  at  the  rate  of 
20  shillings  in  the  £.  The  same  kind  of  thing  ha^Mns 
at  all  the  other  points  in  the  income  scale  where  the 
rate  of  tax  changes.  Plainly,  this  is  likely  to  be  hi^ 
injurious  to  work  and  thrift  and  also  intolerably  un&ir. 
Some  remedy  is  imperatively  needed. 

At  first  sight  it  would  seem  that  nothing  could  be 
simpler.  Why  not  apply  the  supertax  method  to  all 
incomes,  taxing  each  £  of  the  first  £100  so  much,  eadi 
£  of  the  second  £100  so  much  and  so  on  throu^ut? 
Or  why  not  have  a  perfectly  continuous  scale  under 
some  mathematical  formula,  with  separate  rates  for 
all  possible  quantities  of  income  ?  This  is  the  natunl 
thing  to  suggest;  and,  since  it  gives  complete  freedom 
in  the  adjustment  of  rates,  it  is  plainly,  if  it  can  be 
worked  in  practice,  also  the  right  thing.  But  h&t  we 
come  up  against  one  of  the  limiting  conditions  of  tbe 
problem.  The  supertax  method,  or  any  formula  method, 
requires  that  the  Administration  shall  know  the  exad 
total  of  a  man's  income  before  it  can  assess  him.  A 
great  many  incomes  are  made  up  of  parts,  some  of 
which  accrue  in  one  place  and  some  in  another.  Unda 
the  existing  law,  if  we  know  that  a  man's  total  income 
lies  clearly  within  the  range  of,  say,  £1,000  to  £1,500, 
any  bit  of  income  that  he  gets  outside  his  main  business 
can  be  taxed  straight  off  at  the  4/6  or,  if  it  is  earned,  the 
3/9  rate.  There  is  no  need  to  know  what  he  is  receiving 
elsewhere.  But  under  the  supertax  plan  or  a  formula 
plan  it  would  be  impossible  to  assess  these  outlying 
incomes  till  the  exact  amoimt  of  the  whole  income  was 
known.  Moreover,  if  for  any  reason  the  assessment  of 
any  one  part  of  a  man's  income  had  to  be  altered  during 
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the  year,  if  for  instance,  a  house  belonging  to  him  be- 
came unoccupied,  the  appropriate  adjustment  for  this 
could  not  be  made  without  reference  to  the  exact  details 
of  all  the  other  parts  of  his  income.  The  official  wit- 
nesses and  other  experienced  persons  before  the  Royal 
Conmiission  laid  very  great  stress  upon  these  diffi- 
culties. For  the  small  niunber  of  incomes  above  the 
supertax  level  they  can  be,  and  have  been,  got  over: 
but  to  get  over  them  for  all  the  millions  of  incomes  that 
have  to  be  assessed  to  income  tax  throughout  the 
coimtry,  would,  we  were  very  definitely  told,  constitute 
a  task  beyond  the  powers  of  the  Inland  Revenue 
authorities.  That  being  so,  some  other  method  of 
graduation,  not  open  to  these  objections,  had  to  be 
found. 

It  is  easily  seen  that  graduation  of  a  kind  is  achieved 
imder  a  siu^e  rate  of  nominal  tax  if  an  equal  abate- 
ment is  made  from  all  incomes  before  the  rate  is  ap- 
plied. For  example,  if  the  nominal  rate  is  6/  and  the 
abatement  £150,  the  effective  rate  on  an  income  of 
£200  is  1/6;  on  £300  3/  and  on  £2,000  about  5/7.  Is 
it  possible,  by  a  simple  scheme  of  abatement,  to  secure 
a  graduated  scale  of  tax  substantially  in  accord  with  the 
present  scale,  but  free  from  the  jumps  by  which  this 
scale  is  spoiled  ?  A  few  trials  with  figures  will  make  it 
plain  to  anyone  that  with  one  rate  and  one  abatement 
this  is  not  possible.  The  effective  rates  in  the  upper 
part  of  the  scale  could  not  be  made  high  enough  with- 
out those  in  the  lower  part  being  made  too  high.  But 
by  using  two  rates  and  one  abatement  the  Conunission 
have  found  that  it  is  possible.  Their  plan  is  as  follows. 
First,  as  I  have  already  indicated,  each  £  of  earned  in- 
come up  to  £2,000  is  to  be  converted  into  ^  of  a  £  of  un- 
earned income.  Then  an  abatement  (expressed  in 
unearned  income)  is  allowed  to  each  man  according  to 
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his  family  status:  £135  (equivalent  to  £150  earned  in- 
come) for  a  bachelor,  £225  (equivalent  to  £250  eaned 
income)  for  a  childless  married  couple,  and  so  on.  Qi 
the  whole  balance  of  income  above  the  abatement,  ti 
income  tax  of  3/  in  the  £  is  imposed.  For  all  inconxi 
that  exceed  the  appropriate  abatement  plus  £225,  the 
balance  above  the  said  abatement  plus  £225  is  sab- 
jected  to  a  surtax  of  3/  in  the  £.  On  incomes  in  ezeeBB 
of  £2,000  there  is  imposed  further  taxation  on  tbe 
existing  supertax  plan.  A  study  of  the  diagrams  pub- 
lished by  the  Commission  will  show  that  these  arrange- 
ments provide  a  smooth  scale  in  accordance  with  the 
general  trend  of  the  existing  scale.  Of  course  by  vu7- 
ing  the  abatements  and  the  rates  and  the  pointof 
impact  of  the  surtax,  other  graduated  scales  could  be 
obtained.  From  the  standpoint  of  equity  the  scbeoie 
proposed  (and  now  adopted  by  the  Chancellor  of  the 
Exchequer  in  his  Budget)  has  great  and  obvious  advan- 
tages over  the  existing  scheme. 

From  the  standpoint  of  administration  it  is  amide 
and  easily  worked.  Consider,  for  example,  a  manied 
couple  with  three  children,  the  whole  of  whose  income 
is  earned.  If  the  income  is  known  to  be  below  £350,  no 
tax  at  all  is  levied.  If  it  is  known  to  be  between  £350 
and  £600,  an  abatement  of  £350  is  allowed,  and  all  the 
rest  of  the  income  (multiplied,  because  it  is  earned,  by 
^)  is  taxed,  wherever  it  falls  for  assessment,  at  3/.  If 
the  income  is  known  to  exceed  £600,  an  abatement  of 
£350  is  allowed  as  before,  the  next  £250  is  taxed  at  tbe 
rate  of  3/  (multiplied  by  ^)  and  the  whole  of  the  re- 
mainder at  6/  (multiplied  by  ^) :  or,  to  put  the  same 
thing  in  other  words,  an  abatement  of  £475  is  allowed, 
and  the  whole  of  the  balance,  wherever  it  accrues,  is 
taxed  at  the  rate  of  6/  (multiplied  by  ^).  Thus,  instead 
of  having,  like  the  present  scheme,  four  critical  points 
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below  £2,000  at  which  the  nominal  rate  changes,  and 
in  the  neighborhood  of  which  therefore  there  is  special 
temptation  to  falsify  returns,  the  proposed  scheme  has 
only  one  critical  point.  Simplicity  and  convenience  of 
administration  could  hardly  be  carried  further.  It  is 
true  that,  to  make  the  scale  work  properly,  it  has  been 
necessary  to  apply  the  supertax  method  of  assessment 
to  incomes  between  £2,000  and  £2,500  as  well  as  to 
those  above  £2,500;  and  this  will  mean  extra  work  for 
the  revenue  authorities.  But  the  work  added  there  is 
almost  certainly  less  than  that  saved  on  the  main  body 
of  incomes.  Every  one  has  alwajrs  known  that  income 
tax  graduation  could  be  made  more  satisfactory  if  we 
were  prepared  to  pay  a  sufficient  price  in  administrative 
difficulty.  The  Royal  Conmiission  has,  I  believe,  de- 
vised a  plan  which  makes  graduation  more  satisfactory, 
and  at  the  same  time  makes  administration  not  more 
difficult  but  actually  easier  than  it  was  before. 

One  other  matter  calls  for  notice  in  connection  with 
this  subject.  A  root  principle  of  the  English  income  tax 
is  that  collection  should  be  made  so  far  as  possible  at 
source.  This  means  that,  when  a  man  has  income  from, 
say,  shares  in  a  company,  the  income  is  taxed  in  the 
hands  of  the  company  at  the  standard  rate  of  6/.  If  the 
man  is  not  liable  to  an  efifective  rate  so  hi^  as  6/,  he  is 
entitled  to  have  his  actual  pa}nD[ient  adjusted  to  what 
that  pa}nD[ient  ought  to  be;  if  he  is  liable  to  more  than 
6/,  he  has  to  make  a  direct  payment  of  supertax  in 
addition  to  the  tax  that  has  been  deducted  at  the 
source.  In  its  main  features  this  system  works  exceed- 
ingly well,  and  the  Commission  is  strongly  of  opinion 
that  it  ought  not  to  be  changed.  But  a  difficulty  arises 
in  connection  with  that  part  of  a  company's  profits 
which  is  not  distributed  among  the  shareholders  but  is 
turned  over  as  an  addition  to  the  capital  of  the  company. 
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This  money  is,  of  course,  money  belonging  to  the  shan- 
holders,  which  they  collectively  choose  to  ranvest  m 
their  business.  Properly  speaking,  therefore,  sudi  put 
of  it  as  belongs  to  each  individual  shareholder  ou^t  to 
be  taxed  at  the  rate  to  which  that  shareholder  is  Gable. 
But  to  do  this  would  be  administratively  impossifaie. 
Consequently,  the  whole  sum  is,  in  fact,  taxed  at  one 
rate,  namely  the  standard  rate  of  6/.  This  anang^ 
ment  involves  some  imfaimess  to  those  sharehoUm 
w^ho  are  liable  to  less  than  the  standard  rate;  tho  it  wiD 
be  noticed  that  the  nimiber  of  people  to  whom  Hob 
imfaimess  extends  will  be  very  much  diminished  wiien 
the  Commission's  plan  of  graduation  is  carried  througL 
Whereas  at  present  all  shareholders  liable  to  an  effec- 
tive rate  of  less  than  6/,  namely  all  those  with  (un- 
earned) incomes  below  £2,000,  pay  too  much,  under  the 
Commission's  plan  only  those  who  have  no  income 
liable  to  surtax,  namely  bachelors  with  less  than  £360 
(imeamed)  and  family  men  (having  three  children) 
with  incomes  of  less  than  £540  (unearned),  will  pay  too 
much.  There  is,  however,  from  the  point  of  view  of  the 
Revenue,  a  more  serious  difficulty.  Rich  persons  liaUe 
to  supertax  escape  supertax  on  that  part  of  the  income 
belonging  to  them  which  goes,  in  the  form  of  undistrib- 
uted profits,  into  the  capital  of  companies  in  yAAch 
they  have  holdings.  There  is  plainly  no  reason  why 
the  money  they  invest  in  this  way  should  be  treated 
more  leniently  than  the  money  they  invest  in  other 
ways.  Moreover,  there  is  evidence  that  deliberate  use 
has  been  made  of  this  loophole,  by  means  of  one-man 
companies  and  the  like,  to  enable  some  rich  men  to 
escape  practically  their  whole  supertax  liability  on  such 
part  of  their  income  as  they  do  not  wish  to  spend.  It  is 
extraordinarily  difficult  to  devise  a  satisfactory  means 
of  dealing  with  this  difficulty.    The  Commission  do  not 
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profess  to  have  dealt  with  it  completely.  They  recom- 
mend, however,  that,  ''when  the  assessing  authority  is 
satisfied  that  the  profits  of  a  company,  or  a  portion  of 
them,  are  retained  undistributed  or  are  distributed  as 
bonus  shares  for  the  purpose  of  avoiding  or  diminishing 
the  Bability  of  its  shareholders  to  supertax,  the  income 
of  those  shareholders  may  be  treated  as  if  the  profits,  or 
a  portion  of  them,  had  actually  been  distributed  as  an 
ordinary  dividend." 

In  this  brief  account  I  have,  of  course,  made  no  at- 
tempt to  cover  the  whole  ground  of  the  Royal  Com- 
mission's report.  In  particular  I  have  said  nothing 
about  the  problem  of  double  income  tax,  when  the  same 
income  is  subject  to  the  taxing  officers  of  more  than  one 
country;  nothing  about  the  average  system;  nothing 
about  the  machinery  of  administration;  nothing  about 
the  one  matter  (the  taxation  of  cooperative  societies) 
on  which  I,  in  company  with  others,  took  a  di£Ferent 
view  from  the  majority  of  my  colleagues.  I  have  pre- 
ferred to  give  a  fairly  full  account  of  those  parts  of  the 
report  in  which  the  majority  of  people  are  likely  to  be 
more  interested  rather  than  a  scrappy  simmiary  of  the 
whole.  Whatever  may  be  thought  of  the  recommenda- 
tions of  the  Commission,  there  can  be  no  doubt  that, 
in  the  report  and  in  the  volimies  of  evidence  on  which 
it  is  based,  there  is  a  mass  of  raw  material  for  the  stu- 
dent of  income  tax  principles  and  methods.  He  may 
even,  if  he  so  chooses,  discover  in  these  records  hints  of 
devices  by  which  he  himself  may  evade  payment  to  the 
Revenue  of  moneys  that  are  properly  due! 

A.  C.  PiGOXJ. 

Cambbidgb,  England. 
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THE  MEAT-PACKING  INVESTIGATION 
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I.  History  of  thb  Investigation 

When  the  President  on  February  7, 1917  directed  the 
Federal  Trade  Commission  to  midertake  an  investig^ 
tion  of  the  conditions  surrounding  the  production  and 
distribution  of  the  nation's  meat  supply,  he  brou^t  to 
a  head  a  contest  that  had  for  several  years  been  brewing 
and  for  a  year  had  been  passing  through  its  first  rather 
significant  stage  of  Congressional  inquiry.  That  year  d 
contention  and  strife  apparently  had  its  influence  on  the 
character  of  the  investigation  which  followed  and  some 
knowledge  of  it  is  necessary  to  an  imderstanding  of  the 
later  stages  of  the  controversy. 

The  demand  for  the  investigation  did  not,  as  is 
sometimes  supposed,  come  from  consumers  amdous 
over  the  steadily  rising  price  of  meat,  but  from  live 
stock  producers  concerned  over  the  low  and  fluctuating 
price  of  meat  animals.  A  feeling  of  distrust  and  hostility 
toward  the  large  packing  interests  has  long  been  shown 
among  feeders  of  live  stock  and  has  frequently  been 
given  vent  through  the  various  regional  and  national 
live  stock  associations.   In  the  early  dajrs  the  men  who 
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established  the  packing  industry  had  personally  at- 
tended such  meetings,  cultivating  a  friendly  feeling  and 
depending  upon  the  friendliness  of  one  party  in  these 
associations  to  checkmate  any  hostile  movement  of  the 
other.  The  younger  generation  of  packers  had  n^ected 
this  personal  touch  and  had  depended  upon  their  sub- 
ordinates to  maintain  friendly  relations. 

The  season  of  1915  brought  heavy  and  unexpected 
losses  to  the  feeders.  As  b  well  known,  the  nimiber  of 
meat  animals,  especially  of  cattle,  had  for  some  years 
been  declining.  From  being  a  heavy  exporter  of  meats 
we  became,  especially  after  the  removal  of  the  duty  in 
1913,  an  importer  of  fresh  meats.  In  the  fall  of  1914 
there  had  been  an  outbreak  of  foot  and  mouth  disease 
which  checked  the  movement  of  cattle  for  some  weeks; 
and  when  they  began  to  move  again  it  was  in  such  num- 
bers as  to  force  down  prices  and  entail  heavy  looses  on 
those  who  sold  in  the  closing  weeks  of  the  year.  This, 
however,  did  not  deter  feeders  from  planning  for  large 
operations  in  1915.  It  was  reasoned  that  foreign  beef 
would  be  tmned  away  from  our  ports  directly  to 
Europe,  that  Europe's  demands  would  draw  on  the 
American  supply,  and  only  one  result  could  follow  — 
higher  prices  for  the  feeder.  Imports  did  cease,  exports 
increased;  but  prices  did  not  rise,  and  the  year  turned 
out  disastrously  for  feeders.^  The  situation  seemed  to 
require  an  explanation. 

In  November,  1915,  a  marketing  conference  was  held 
in  Chicago  imder  the  auspices  of  the  Bureau  of  Markets. 
The  live  stock  men  and  packers,  wholesale  and  retail 
dealers  were  invited.  All  were  represented.  The 
packers,  however,  did  not  attend  in  person  and  their 
representative  is  reported  as  saying  little  and  listening 
much.    The  cattle  men  seem  to  have  expected  the 

t  A.  E.  d«BieqlM  At  tbe  Chieico  markottng  oonferanoe  held  in  Cbimto,  Norwnbar, 
191A»  nprinted  in  Wftllneo's  Ftomer,  November  S6, 1915. 
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packers  in  such  a  crisis  to  explain  why  prices  had  not 
moved  up,  and  took  their  absence  as  a  sli^t.^ 

Eariy  in  January,  1916,  the  National  American  live 
Stock  Association  held  its  annual  meeting  at  £3  Fteo, 
Texas.  The  big  packers  attended  this  meeting  in 
person.  But  in  spite  of  their  presoice  and  efforts  to 
prevent  it,  the  convention  created  a  marketing  com- 
mittee to  make  a  study  of  marketing  conditions,  and 
funds  were  raised  by  subscription  to  finance  it.  On 
February  1,  Mr.  Boriand  of  Missouri,  without  the 
knowledge  of  the  live  stock  men,  introduced  a  resolution 
directing  an  investigation  of  the  meat  industry  and  Mr. 
Doolittle  of  Kansas  introduced  a  similar  resohitioiL 
The  marketing  committee  supported  the  Borland 
resolution  during  the  whole  year,  but  so  effective  was 
the  opposition  *  of  the  packers  that  no  vote  could  be 
reached  on  it;  and  finally  on  January  8,  1917  it  was 
given  its  death  blow  by  an  amendment  to  the  Agri- 
cultural Appropriation  bill  providing  for  an  item  of 
$50,000  to  enable  the  Department  of  Agriculture  to 
investigate  the  marketing  of  live  stock.  This  amend- 
ment was  offered  by  Mr.  Mann.  Representatives  Bo^ 
land  and  Kent  charged  that  it  was  a  device  for  heading 
off  a  genuine  investigation,  and  the  charge  was  not 
seriously  denied.  The  lobbying  tactics  of  the  packers 
were  exposed  by  the  evidence  later  secured  by  the 
Federal  Trade  Commission.'  They  sought  to  defeat  all 

I  £.  L.  Burke.  Hearings  on  H.  R.  13,324,  Part  3,  p.  218.  **Indiffer«iMe  on  tb«r 
part  to  the  producers'  situation  really  led  to  Tery  much  nx>re  drastic  measures  latsr." 
See  also  Col.  Ike  Pryor,  Hearings  on  the  Kenyon-Kendrick  bills.  Fart  2,  p.  1690. 

"The  fact  that  we  igncn^d  the  Brand  conference  in  November,  seems  to  haTS  pr^ 
dpitated  the  fight,"  is  the  conclusion  of  R.  C.  McManiis,  leiyesfinting  one  of  the  paefcn 
at  the  Borland  hearings. 

>  See  Hearings  on  Senate  bill  5305,  Part  I.  pp.  45, 55. 

I  See  Report,  Part  3,  pp.  296-308  for  correspondence  showing  how  the  paekcn  used 
the  live  stock  commission  men  to  defeat  an  investigatian  sought  by  their  patrons.  It 
should,  at  course,  be  said  that  the  live  stock  associations  were  not  unanimously  for  sa 
investigation.  There  seems  to  have  been  a  pro-packer  and  anti-packer  factioo  witUs 
several  of  these  organisations.  Moreover,  as  the  legislative  program  wnfolded,  ths  so*- 
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movements  for  an  investigation;  if  one  must  be  had, 
they  sought  to  have  it  agreed  upon  beforehand  as  a 
broad  inquiry  ''along  business  lines"  without  "mud 
slinging  or  gallery  playing/'  and  ''with  very  little 
publicity/'  and  they  preferred  to  have  it  conducted  by 
the  Department  of  Agricultture. 

On  the  day  the  Mann  amendment  was  adopted,  a 
half  dozen  Congressmen,  among  them  Messrs.  Borlaind, 
Kent,  and  Stephens  called  upon  the  President  and 
urged  him  on  his  own  motion  to  direct  the  Federal 
Trade  Conmiission  to  make  the  investigation.  After  a 
few  days  of  consideration  the  President  decided  to  order 
the  investigation  and  asked  Mr.  Hurley,  then  chairman, 
for  plans  and  estimates.  Mr.  Hurley  advised  that  the 
investigation  be  made  by  an  inteivdepartmental  com- 
mittee representing  the  Departments  of  Agriculture, 
the  Interior,  Conmierce,  and  Justice,  and  the  Trade 
Commission.  He  would  not  ask  that  the  conunittee  be 
clothed  with  any  special  powers;  its  function  would  be 
to  gain  the  cooperation  of  the  industries  investigated  by 
friendly  conference  and  suggestion.  When  Mr.  Kent 
learned  of  the  plan  he  sent  a  letter  to  the  President 
denouncing  it  as  a  "toothless,  clawless"  method  that 
would  accomplish  nothing.^  This  led  to  a  conference 
with  Mr.  Hurley  on  January  31,  and  on  the  same  day 
Mr.  Hurley  resigned. 

miMBon  men  found  proposals  touohinc  adversely  their  own  interests  directly.  StiU  it 
must  be  said  the  eommission  men  who  opposed  the  legislation  seemed  on  the  whole  to 
speak  in  the  interest  of  the  packers  rather  than  their  own. 

1  "  This  toothless,  dawless.  unarmed,  unarmored  method  of  oondttotinc  what  is  in  the 
nature  of  a  oontcst  between  a  lot  of  disorganised  meat  producers  and  consumers  on  two 
sadca  of  the  fidd  as  against  the  intrenched  packers  whom  we  have  no  hesitation  in  de- 
claring to  be  law  breakers,  would  be  laughable  if  not  tragic.  If  the  Federal  Trade  Com- 
nussion  is  constituted  for  the  purpose  of  having  the  lamb  lie  down  inside  the  Hon,  it 
would  seem  to  be  superfluous.  There  are  plenty  of  means  of  securing  information  more 
or  less  accurate,  sudi  as  the  packers  are  willing  to  put  out,  but  we  have  been  hoping 
tfaat  through  the  authority  of  law  we  could  have  the  meat  business  investigated  to 
the  end  of  obtaining  a  full  comprehensive  knowledge  of  conditions  of  production,  mano- 
faeture,  distribution  and  costs,  which  investigation  can  never  be  possible  except  under 
due  authority  of  law,  with  ample  powers  granted  the  investigating  body.*'  Hearings  on 
the  first  Eendrick  bill,  on  Senate  biU  6305,  Part  1,  pp.  120-132. 


Digitized  byVjOOQlC 


030  QUABTBBLY  JOURNAL  OF  ECONOMICS 

The  Commission  was  directed  ''to  investigate  anc 
report  the  facts  relating  to  the  production,  ownership 
manufacture,  storage,  and  distribution  of  foodstuff 
...  to  ascertain  the  facts  bearing  on  the  alleged  viola 
tions  of  the  anti-trust  acts,  and  particularly  upon  th 
question  whether  there  are  manipulations,  controls 
trusts,  combinations,  or  restraints  out  of  harmony  witi 
the  law  or  the  public  interest.''  The  President  assured 
the  Commission  of  the  codperation  of  the  Departmenl 
of  Agriculture  and  asked  Congress  for  $400,000,  tb 
amount  estimated  by  the  new  chairman  as  required  foi 
the  investigation.  Congress  on  Februaiy  28  appro 
priated  $250,000  and  the  Commission  started  on  the 
most  considerable  undertaking  in  its  history.^ 

The  Report,  ample  as  it  is,  falls  short  in  certain  r& 
spects  of  what  was  expected  from  the  investigatioiL 
The  packers  were  afraid  from  the  beginning  that  the] 
would  be  singled  out  for  a  special,  unfriendly  investiga 
tion,  and  tho  they  tried  to  avoid  it,  their  tactics  afr 
sured  it.'   They  wanted  the  live  stock  industry  and 

1  In  AuguBt,  1918,  the  CommiMion  published  «  ■ummAry  of  its  fiiwtingi  and  neon 
mendationt,  but  it  wm  not  till  near  the  end  at  the  jrear  that  the  first  inatallmant  o(  th 
report  appeared  at  Part  11.  It  deals  with  the  Evidence  ol  Combinatioo  amoog  Packn 
Part  I,  dealing  with  the  growth  and  present  position  of  the  meat  packing  indoitiy 
especially  of  the  fire  large  oompanies,  appeared  about  the  middle  of  1010.  Part  III 
describing  the  Methods  of  the  Fire  Packers  in  Controlling  the  Meat-Paddag  Indortiy 
appeared  in  the  fall  of  1919.  Part  IV,  under  the  title,  the  Five  lAraer  Packers  in  Prod 
uce  and  Grocery  Foods,  was  published  in  the  spring  of  1920.  About  the  aame  tioM  sp 
peered  Part  VI,  a  study  of  the  oost  of  fattening,  growing,  and  marketing  beef  snhnsli 
This  volume  was  prepared  in  the  Department  of  Agricultiire.  A  little  later,  too  late  t( 
be  used  in  the  present  paper,  the  Commission  published  its  study  of  the  Profits  of  tk 
Packers,  as  Part  V.  Two  other  volumes  that  have  grown  out  of  the  meat-paoking  iuwm 
tigation  have  been  published,  one  dealing  with  the  Wholesale  Biarketing  of  Food  sd 
the  other  with  the  Private  Car  Lines. 

>  Some  of  their  tactics  are  indicated  by  the  reoommendations  off  a  committee  lepie 
•anting  one  of  the  packing  companies,  if  not  more,  at  the  hearingi  on  the  Boriaad 
resolution,  in  April,  1916.  This  committee  reoommended  taking  auoh  stepa  "as  vil 
first  bring  better  feeling  by  showing  a  disposition  to  co6perate. 

"Second.  Get  something  oo6perative  started  which  cannot  be  finished  ffor  sosM 
time. 

"Third.  See  that  our  friends  in  these  cattle  orgaaisationa  do  organise  so  ss  to 
discredit  and  undermine  [the]  Walter  Fisher,  deRioqles,  and  Jastro  oonspiney. 

"Fourth.   Get  together  all  the  political  strength  to  persuade  the  sabeommittss  of 
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the  retailing  of  meats  brought  into  the  inquiry.  This 
would  tend  to  divide  public  interest,  raise  up  allies  in 
case  the  inquiry  should  become  too  inquisitorial,  and, 
as  the  packers  apparently  believed,  would  show  their 
own  profits,  at  least  so  far  as  they  had  a  bearing  on 
prices,  to  be  moderate  compared  with  those  of  the 
feeders  and  the  retailers.  Their  request  for  a  ''hoof  to 
table"  investigation  was,  therefore,  both  natural  and 
proper.  Such  an  investigation  was  also  wanted  by  the 
live  stock  men,  who  believed  that  it  would  disclose  the 
irregular  and  inadequate  returns  to  the  feeders  and 
the  need  of  a  complete  reoiganization  of  the  live  stock 
market.  As  a  matter  of  fact  this  was  the  plan  agreed 
upon.  The  Federal  Trade  C!ommission  was  to  investi- 
gate the  slaughtering  and  wholesaling  stages,  while  the 
Department  of  Agriculture  was  to  cover  live  stock 
production  and  the  retail  end  of  the  industry.  For 
some  reason,  probably  due  to  our  entrance  into  the 
war,  the  Department  of  Agriculture  deferred  its  part  of 
the  inquiry  —  a  delay  that  was  regarded  as  a  grievance 
by  live  stock  men.^ 

So  much  it  has  seemed  necessary  to  recount  in  order 
to  show  that  when  the  task  of  inquiring  into  the  slaugh- 
tering business  was  delegated  to  the  Commission  there 

th*  Judidary  Committee  not  to  report  oat  the  Borland  reeolatums  imlw  mnweiry  ta 
prevent  a  bUl  f  or  coogreeiional  iDqaiiy . 

"Fifth.  To  ao  oombine  the  fiueetioa  of  the  packen'  inveetigatkm  with  the  more 
eompreheneiTe  eoheme  mentJotied  by  Fieher  that  the  whole  ondertakiiic  will  appear  eo 
eolowal  ae  to  be  onattraotiYe. 

"Sixth.  See  if  the  Bureau  of  Marketa  cannot  be  induoed  to  atart  to  pubUah  data  and 
famitiariie  itaalf  with  the  tituation  to  euoh  an  extent  that  it  will  begin  to  repreient  the 
eattWimim  in  all  diapntee.  .  .  . 

"  Bishth.  Could  there  not  be  publiahed  ourrent  expert  commenta  upon  the  beef 
maciBeta  which  oonld  be  read  by  the  commiaaion  men  and  f armeca  ao  that  the  explana- 
tion  of  breaka  and  fluetuationa  oonld  be  underatood  at  the  time.  .  .  /*  Heaiin^i  oq 
H.  R.  13,334,  Part  V,  p.  1421. 

1  The  grievance  ia  moat  fuDy  aet  forth  by  Mr.  E.  C.  Laaater.  Hearinga  oq  H.  R. 
13.3a4.FartV.eapeeiaIlyatpp.  1442, 1400.  and  IftSe.  How  far  Part  VI  of  the  report 
which  appeared  in  April,  1920  meeta  their  expectation  ia  not  known. 
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had  already  been  more  than  a  year  of  wrangling  over  ti 
question,  during  which  much  warmth  was  developed  < 
both  sides.  Judging  from  the  response  made  by  tl 
packers  to  the  Commisaion's  first  general  inquiiia 
they  stood  ready,  now  that  an  investigation  had  bee 
decided  upon,  to  codperate  with  the  government,  i 
least  as  long  as  their  kind  of  an  investigation  was  hm 
conducted.  As  the  inquiry  proceeded,  either  because  ( 
the  kind  of  information  sought,  of  the  method  of  seel 
ing  it,  or  both,  there  developed  an  inordinate  amount  ( 
crimination  and  recrimination  as  to  procedure,  fainie 
of  the  hearings,  accuracy  of  the  facts  stated,  proper  uf 
of  materials,  soimdness  of  conclusions  drawn,  the  m 
tives  of  the  cattlemen,  the  political  aspirations  of  pe 
sons  concerned  with  the  investigation,  advertising  an 
publicity  methods,  subsidizing  the  press,  lobbyii 
tactics,  and  like  matters,  that  tended  to  obscure  tl 
main  issues.  About  these  contentions  we  need  not  bei 
concern  ourselves. 

II.  Growth  and  Present  Posffion  op  the 
Large  Packing  Companies 

All  the  world  knows  of  the  revolution  that  has  oc 
curred  in  the  slaughtering  business  during  the  las 
generation,  of  the  practical  disappearance  of  loci 
slaughtering  and  of  the  rise  in  its  place  of  a  higbl 
centralized  system  of  production  and  distribution  c 
meat  products.  Everyone  has  known  more  or  les 
vaguely  of  the  growth  in  size  of  four  or  five  of  the  grea 
packing  companies  in  every  section  of  the  country  aiM 
of  the  expansion  of  their  activities  into  other  fields 
Part  I  of  the  Commission's  Report  sets  forth  thi 
growth  and  expansion  in  great  fullness.    The  theoi] 

>  Far  thoir  nphm  tee  the  Bflport,  Put  I.  Bdiibit  IV. 
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bhat  seems  to  underlie  the  whole  report  is  that  the 
dominant  position  of  the  five  large  companies  is  the 
most  significant  feature  of  the  food  situation  the  C!om- 
mission  was  set  to  investigate;  and  this  doubtless 
explains  why  the  inquiry  has  so  largely  centered  around 
these  big  concerns  and  their  activities. 

Turn  which  way  we  may,  the  growth  and  expansion 
of  the  large  companies  has  been  striking,  even  in  an  age 
of  expansion  and  integration,  especially  during  the  past 
two  decades.  From  the  one  slaughtering  plant  owned 
in  1857  by  a  member  of  this  group,  Swartzschild  & 
SoLsberger,  now  Wilson  and  Co.,  Ltd.  the  number  of 
plants  owned  by  the  group  in  1887  had  risen  to  only 
seven,  by  1897  it  had  grown  to  twenty,  by  1907,  to  67, 
and  in  1917  it  stood  at  91  plants.  The  same  rapid 
growth  is  seen  in  the  number  of  branch  houses  through 
which  most  of  the  products  of  these  packing  houses  are 
marketed.  In  1884  there  were  but  two  such  houses, 
operated  by  Armour;  in  five  years  the  number  was  in- 
creased to  50  for  all  the  members  of  this  group;  by 
1900  the  number  had  grown  to  591,  in  1912  the  1000 
mark  was  passed,  and  in  1917  they  were  operating  1120 
of  these  wholesale  markets,  nearly  half  of  them  owned 
l^  Swift  and  Armour,  while  all  interstate  slaughterers 
other  than  the  five  large  companies  had  but  139.  This 
means  that  89  per  cent  of  the  branch  houses  employed 
primarily  for  selling  fresh  meats  are  operated  by  the 
five  companies,  and  but  11  per  cent  by  all  other  inter- 
state slaughterers. 

That  the  two  big  packers  are  large  owners  of  the 
refrigerator  cars  used  in  carrying  their  meat  to  market 
has  been  commonly  known.  The  Commission  found 
that  of  the  16,875  ''beef"  cars  in  the  United  States, 
t.  6.,  those  fitted  with  brine  tanks  required  for  securing 
low  enough  temperature  for  the  shipment  of  frozen 
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meats,  15^54  belonged  to  the  five  laige  (XMieeftt^ 
1146  to  other  mterstate  packers,  and  275  to  other  inter- 
ests. They  own  also  1600  ventilator  cars  served  with 
bunker  ice.  Thesecarsareusednot  only  to  supply  tbs 
branch  houses  and  other  wholesale  outlets,  Ixit  for 
serving  their  remarkable  car-route  system  by  whiii 
more  than  30,000  towns,  large  and  small,  in  all  parts  of 
the  country,  are  reached  at  regular  intervals,  ghong 
their  owners  a  unique  position  in  their  command  over 
transportation  service.  Taken  together,  they  opente 
about  45  per  cent  of  the  cold  storage  space  of  tl^  ooun- 
try.  They  are  important  owners  of  stockjrards  through 
which  meat  animals  pass  to  the  packing  plants  and  to 
other  markets,  a  phase  of  their  activities  to  receive 
special  attention  below. 

Their  performance  keeps  pace  with  their  phyaeal 
equipment.  The  table  below  shows  their  present  pos- 
tion  as  slaughterers.  The  figures  are  for  the  cal^idar 
year  1916: 

Pbopobtion  or  Mbat  Anhcals  Slaughtered  bt  the  Fiyb  LaM 

CoifPANIBB  AND  BT  OTHEB  InTEBSTATX  SLAnOHTEBItt' 


Cattle 


Head 


Per 
Cent 


Calvee 


Head 


Pw 
Cent 


Shaep 


Head 


Cent 


Head 


Fir 
Got 


Five  Companies . . 
Swift  Interests 
Armour  Interests|l 
Morris  Interests . 
Wilson  and  Co.  . 
Cudahy  Pkg.  Co. 

Ail  other 

Total,  intersUte 
•laaghterers 


6.536.332 

2,276.068 
,748.900 

1.148.662 
741,401 
620.392 

1.412.466 

7.947,798 


82.2 
28.6 
22.0 
14.6 
9.8 
7.8 
17.8 

100.0 


1.664.942 
768.278 
446.893 
194.820 
162.219 
103.732 
606.608 

2.160.560 


76.6 

35.1 

20.7 

9.0 

7.0 

4.8 

23.4 

100.0 


10.618.874 
4.434.854 
2.766,522 
1.107.405 
988.801 
1.231.202 
1.663.389 

12.172.263 


86.4  25.787.269 


36.4 

22.7 
9.1 
8.1 

10.1 

18.( 


10.8S3.755 
7.775342 
2.754.915 
2.685/161 
2.288.176 
^16.320.133 


100.042.057,401 


6U 
Kl 
Ui 

6J 
U 
lU 

lOM 


It  will  be  noticed  that  the  table  does  not  include  tbe 
total  kill  of  the  country,  but  only  those  animals  which 

I  Report  on  the  Mett-FlMklnff  Industry,  Ftet,  I.  p.  106. 
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pasB  into  interstate  commerce.  A  considerable  number 
of  animals  are  slaughtered  by  'Wholesale  local  slaugh- 
terers/' which  if  included,  would  reduce  the  proportions 
of  the  five  companies  to  74.5  for  cattle,  62.5  for  calves, 
78.5  for  sheep,  and  56.9  for  swine.  The  packers  con- 
tend that  not  only  these  animals,  but  also  those  killed 
by  fanners  and  retail  butchers  should  be  included  in  any 
count  intended  to  show  the  monopolistic  position  of 
the  big  companies.  Such  a  count  would  show  the  big 
packers  as  having  control  of  but  a  modest  proportion 
of  the  meat  supply.  The  Census  figures  for  1909  indi- 
eate,  e.  g.y  that  only  about  60  per  cent  of  beeves  are 
handled  through  meat-packing  establishments,  about 
30  per  cent  through  retail  slaughtering  houses,  and 
about  10  per  cent  are  killed  on  farms.^  But,  assuming 
these  estimates  to  be  correct,  what  bearing  have  they  on 
the  charge  of  monopoly  ?  They  only  show  that  there 
are  certain  geographical  areas  to  which  the  supposed 
monopoly  does  not  extend;  and  this  is  poor  consolation 
to  the  60  or  70  millions  of  people  in  cities  and  villages 
who  are  dependent  upon  centralized  slaughter  for  their 
supply  of  meat.  The  Conmiission  properly  holds, 
therefore,  that 

•  .  .  The  fact  that  the  fanner  has  an  opportunity  to  raise  and 
daughter  cattle  for  his  own  use  or  for  the  local  use  of  an  adjacent 
town  or  vUlage  has  little  bearing  on  the  question  of  the  monopoiistio 
position  of  the  big  packers  as  regards  their  control  of  prices  which 
the  great  majority  of  the  urban  population  must  pay  for  meats.* 

The  dominant  position  of  the  large  packers  in  the 
production  and  distribution  of  meats  is  clear.  But  in 
recent  years  they  have  pushed  their  activities  to  other 
fields  of  food  production,  some  of  them  related  to  their 
principal  business  and  others  but  remotely,  or  not  at  all, 

1  Tbe  Meat  Sitimtioii  in  the  United  SUtee.    Report  No.  113,  Piirt  V,  Department 
cf  Asrieoltiire,  1910,  p.  16. 
>  Beport,  PArt  I,  p.  118. 
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related  to  it.  It  is  not  necessary  to  assume  that  this 
reaching  out  into  other  fields  of  food  production  is  in 
pursuit  of  a  plan  ''to  monopolize  the  food  supi^y  of  Uk 
country."  It  may,  indeed,  result  in  this;  but  the  ex- 
pansion, rapid  as  it  has  been,  seems  a  natural  devdo|>- 
ment.  Equipment  for  refrigeration  being  required  for 
the  care  of  fresh  meats,  it  was  natural  that  the  packen 
should  seek  to  utilize  it  more  fully  by  engaging  in  those 
lines  of  food  production  requiring  the  same  service. 
This  no  doubt  was  the  chief  reason  for  embarking  in  the 
poultry,  ^g,  butter  and  cheese  business.  Thj^  have 
become  important  factors  in  the  handling  of  these 
products.  The  Commisaon  estimates  that  the  five 
packers  handle  about  ''half  the  poultry,  oggs  and 
cheese  in  the  main  channels  of  interstate  commerce."  ^ 
One  company  in  1917  handled  50,000,000  pounds  of 
butter,  half  of  which  it  manufactured;  the  sales  of 
another  amounted  to  $23,861,000.  Four  of  the  big 
companies  own  56  creameries  and  control  the  output  of 
many  others.  To  supply  their  creameries  they  operate 
over  1500  buying  stations.  The  total  production  of 
oleomargarine  in  the  United  States  in  1916  was  152,- 
500,000  pounds,  of  which  four  packers  handled  63,600,- 
000,  tho  their  sales  amounted  to  more  than  76,000,000 
pounds  in  that  year,  and  in  1918,  to  171,000,000  pounds.* 
The  packers  are  producers  of  crude  cottonseed  oil,  tho 
they  are  by  no  means  the  lai^est  producers  in  this  in- 
dustry. Their  position  as  refiners  of  cottonseed  oil  is 
much  stronger,  their  output  in  1916-17  being  64  million 

I  Report,  Part  I,  p.  231.  The  Commiitton's  method  of  showing  the  extent  of  pftdoer 
oontrol  of  poultry,  eoB,  and  dairy  products  ia  queationed,  aa  in  the  oaae  of  the  ilaaghnr 
of  meat  animala.  Swift  A  Co.,  for  ezamx>le,  estimate  that  it  handles  only  aboat  5  p« 
cent  of  the  total  production  of  poultry,  butter,  and  eos,  and  about  6  per  oent  of  tboK 
products  entering  the  channels  of  trade.  The  proportion  handled  by  the  five  paotaa 
it  is  held,  cannot  exceed  15  or  20  per  cent  instead  of  the  50  to  65  per  oent  shown  bytbe 
Commission.  Analysis  and  Criticism  of  Part  II,  of  the  Commisaion's  Report,  p.  91 

>  Part  IV,  Exhibit  XVI.  Cited  in  the  "Exhibit  of  the  National  WhokaafeGfooBa* 
Association  vs.  The  Director  General,'*  p.  9. 
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gallons  out  of  a  total  reported  of  201,400,000.  The 
Commission's  figures  showing  ^  that  of  the  lard  com* 
pound  and  lard  substitutes  produced  by  interstate 
slaughterers  in  1916,  84.7  per  cent  was  produced  by  the 
five  big  companies,  seem  impressive;  but  when  taken 
in  relation  to  the  total  production  of  the  country  the 
output  of  any  one  packer  sinks  to  very  modest  propor- 
tions and  the  output  of  the  five  big  companies  is  only 
42.5  per  cent  of  the  total,  probably  even  less.  The 
cottonseed  oil  manufactures  produce  418  million 
pounds  of  lard  compound  out  of  a  total  of  839  millions, 
the  five  big  companies,  356  millions,  and  all  other 
interstate  slaughterers  64  millions.'  Oleomargarine  is 
another  food  product  that  has  naturally  grown  up  with 
the  packing  industry.  In  spite  of  the  repressive  tax  on 
this  industry,  laid  for  the  benefit  of  the  dairy  interests, 
production  of  this  wholesome  food  had  risen  in  1916  to 
152  million  pounds.  One  independent  producer  manu- 
factures 23.8  per  cent  of  this  amount.  Swift  interests 
17  per  cent.  Armour  interests  13.8  per  cent,  Monis 
10.4  per  cent,  Wilson  4.2  per  cent,  while  Cudahy  and 
all  the  independent  interstate  slaughterers  produce 
only  about  one  per  cent  of  the  total  output.  It  may  be 
noted  in  passing  that  the  Commission  charges  that  be- 
tween the  four  big  packers  and  two  independent  con- 
cerns an  "oleo  legislative  pool  '*  exists,  tho  no  evidence 
is  given  that  there  is  anything  more  in  the  arrangement 
than  the  maintenance  of  a  joint  fund  raised  by  assess- 
ments in  proportion  to  output,  for  meeting  conmion 
expenses  in  overcoming  hostile  or  securing  favorable 
l^^slation  for  the  industry.' 

The  packers  have  become  important  distributors  of 
canned  fruits,  vegetables,  salmon,  and  milk,  and  more 

>  Fvt  I,  p.  233.  t  Ibid.,  p.  2M. 

•  Ibid.,  pp.  226-228. 
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recently  large  classes  of  groceries.  The  extent  of  these 
dealings  has  for  the  first  time  been  set  forth  by  tlie 
Commission.  While  the  percaitageB  of  individual 
packers  in  many  of  these  lines  is  smaO,  and  the  com- 
bined business  of  the  large  companies  is  not  suflicient 
at  present  to  justify  a  charge  of  monopoly,  the  growth 
of  these  ^'unrelated"  lines  has  been  so  great  and  rests  on 
such  a  basis  as  to  warrant  the  fear  of  monopdy  not 
only  of  meats  but  of  the  chief  substitutes  for  meat  and 
many  other  kinds  of  food.  By  the  terms  of  the  agree- 
ment with  the  Attorney  General  in  December,  1919, 
the  companies  are  to  withdraw  from  the  grocery  and 
other  kinds  of  business,  not  related  to  the  packing  in- 
dustry. 

The  activities  of  the  packers  in  the  production  of 
fertilizers  and  leather  have  had  a  similarly  natunl 
development.  Their  connections  with  financial  instita- 
tions  which  the  Commission  features  ^  do  not  appear  to 
be  unusual  for  concerns  of  the  magnitude  they  have 
reached.  Some  twenty-two  banks  are  listed  in  vduch 
stock  ownership  of  two  or  more  packers  is  shown,  but 
the  holdings  do  not  seem  in  any  case  large  and  are  prob- 
ably held  mainly  to  give  the  packer  or  his  representative 
a  place  on  the  board  of  directors.  The  Conunission  also 
shows  a  list  of  eight  cattle  loan  companies  in  which  two 
or  more  packers  or  their  families  are  majority  owners. 

There  has  been  brought  to  light  their  joint  or  in- 
dividual ownership,  directly  or  indirectly,  of  market 
publications,  stockyards,  terminal  railway  companies, 
land  development  companies,  cattle  ranches,  cold  sto^ 
age  and  warehousing  plants,  rendering  companies,  ma- 
chinery and  supply  companies,  canning  companies, 
creameries,  and  cheese  factories,  box  factories,  hotel 
supply  companies  and  hotels  themselves,  grain  elevators, 

1  Part  I,  pp.  294. 350. 
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cotton  oil  mills  and  refineries,  and  many  other  indus- 
tries. 

These  various  activities  are  carried  on  by  hundreds  of 
corporations  that  have  been  acquired  or  created  for 
convenience  of  one  sort  or  another,  sometimes  clearly 
to  conceal  the  ownership.^  They  command  great  wealth. 
As  shown  by  its  balance  sheet  November,  1918,  the  net 
worth  of  Armour  and  Company  was  177  millions. 
Swift  and  C!ompany  247,  Morris  and  C!ompany  49, 
Wilson  and  C!ompany  46,  and  the  Cudahy  Packing 
Company  35  —  a  total  of  555  millions.  It  is  with  these 
companies  and  their  highly  developed  manufacturing 
and  distributing  system,  standing  in  a  position  of  great 
strat^c  importance  in  the  path  of  the  live  stock  of  the 
country  on  its  way  to  the  consumer,  that  the  Report 
deals;  for  it  soon  becomes  apparent  that  the  investiga- 
tion has  less  the  character  of  a  study  of  the  meat- 
packing industiy  than  of  a  study  of  the  activities  of  the 
great  packers  in  that  industiy. 

III.  The  Stockyards  Situation 

There  has  for  sometime  been  complaint  by  the  live 
stock  men  that  the  packers  own  many  of  the  stockyards 
and  that  this  ownership  carries  with  it  the  control  of 
packing-house  sites,  the  rendering  business,  cattle  loan 
companies  and  other  institutions  which  grow  up  in  con- 
nection with  the  yards.  The  yards  companies  own  the 
exchange  building  where  the  commission  firms  are 
housed,  and  the  relationship  of  landlord  and  tenant  thus 
created  hampers  commission  men  in  demanding  better 
services  and  in  securing  better  prices  for  their  prin- 
cipals, the  stock  men.  ''For  controlling  prices  and  in- 
creasing the  power  of  price  making,  the  ownership  of  the 

>  See  CQMouJIy  Part  I,  chap,  vii,  for  an  aoooont  of  thia  phaae  of  the  matter. 
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stockyards  by  the  packing  house  is  one  of  the  most 
complete  means."  * 

The  report  of  the  C!ommission  discloses  a  wide 
ownership  of  stockyards  by  the  packers  than  had  ine- 
viously  been  known.  It  shows  that  <me  or  more  of  the 
big  packers,  or  members  of  their  families,  own  a  ida- 
jority  interest  in  22  of  the  50  centralized  stockyards  of 
the  comitry,  and  that  they  have  a  minority  interest  in 
several  more.  The  Commission  points  out  that  ''more 
than  84  per  cent  of  all  animals  which  are  marketed  at 
stockyards  in  the  United  States  pass  through  yards  in 
which  these  packers  are  interested.  They  have  the 
controlling  interest  in  the  marketing  jrards  throu(^ 
which  56.8  per  cent  of  the  animals  pass,  and  have  a 
minority  interest  in  other  yards  through  which  an  addi- 
tional 27.7  per  cent  of  the  animals  pass."* 

The  packers  hold  that  their  ownership  of  the  yards 
has  been  a  necessity;  that  they  are  more  conconed 
with  all  the  conditions  that  go  to  make  a  good  live  stock 
market  than  any  other  interest  and  that  they  have 
acquired  these  yards  primarily  to  promote  "efficient 
service.'' 

The  producers  of  the  live  stock  did  not  provide  facilities  for  caring 
for  their  product  from  the  time  of  arrival  at  the  market  until  sold, 
and  the  railroad  companies  did  not  provide  such  facilities,  so  that  it 
devolved  upon  the  packers,  at  enormous  cost,  to  establish  and  main- 
tain the  stock  yards.  It  is  doubtful  whether  such  efficient  market 
places  would  ever  have  existed  had  they  not  been  established  in  this 
manner.' 

The  answer  to  this  is  that  in  all  the  important  markets 
and  in  most  of  the  smaller  ones  capital  for  developing 
stockyards  was  forthcoming  without  the  aid  of  the 

1  A.  R.  de  RioqlM.  Prooeedings  of  the  Conferenee  r«UtiYe  to  marketiag  live  ftoak 
and  reUted  mitten.  Chicago,  November  1&-16.  1910.  This  is  usoAlly  ipokn«f« 
the  Brand  Conference. 

*  Report.  Part  III,  chap,  i,  p.  11. 

*  Senate  Hearings  on  Senate  bill  6305,  Part  I,  p.  83. 
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packers;  in  fact,  according  to  the  details  gathered  by 
the  Commission,  the  packers  have  pretty  regularly 
received  aid  from  stockyards  companies  in  the  form 
of  gifts  of  stock,  cash  bonuses,  and  grants  of  plant  sites, 
often  for  locating  at  the  yards,  sometimes  as  an  induce- 
ment to  remain  there.  The  yards  which  the  packers 
have  been  compelled  to  develop  have  been  relatively 
few  and  unimportant.  Even  the  large  yards  have  not 
been  established  and  maintained  ''at  enormous  cost" 
in  the  sense  of  requiring  large  investments  of  new 
capital,  for  they  have  usually  been  able  to  pay  good 
dividends,  aid  needy  packers  in  their  enterprises,  and 
re-invest  earnings  rapidly  enough  to  provide  adequate 
facilities  as  traffic  increased. 

The  great  care  of  a  yards  company  has  always  been  to 
attract  stock  to  the  pens.  They  have  usually  been 
established  ahead  of  the  packing  plant  at  convenient 
stages  of  the  journey  of  live  stock  toward  eastern  mar- 
kets. The  yards  at  Chicago  were  at  first  primarily 
feeding  places  for  such  shipments.  Each  stock-carrying 
railroad  in  the  beginning  had  its  own  yard;  but  as  the 
market  grew  the  inconveniences  of  maintaining  separate 
yards  became  so  great  that  a  conmion  meeting  place  for 
buyers  and  sellers  became  necessary.  This  was  pro- 
vided in  1865  by  the  Union  Stockyards  and  Tramisit 
Company,  before  centralized  slaughter  even  of  hogs 
had  become  important  and  long  before  the  day  of 
centralized  slaughter  of  cattle.  The  company  was 
capitalized  at  $1,000,000,  of  which  all  but  $75,000  was 
supplied  by  the  roads.  The  yards  remained  under  rail- 
road control  till  the  early  nineties.  As  packing  plants 
grew  up  about  them  the  conditions  for  permanent  suc- 
cess were  created  without  any  financial  aid  from  the 
packers.  What  the  yards  company  needed  was  the 
steady  market  the  packing  houses  could  give,  not  their 
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money.  The  Chicago  company  was  proq>eit>us  from  tlie 
first.   It  paid  from  10  to  20  per  cent  cash  divicknds 
rogularly  on  an  increaeing  capitalisation  till  1881  when 
its  capital  stood  at  $13,200,000  —  the  entire  increase 
in  the  opinion  of  the  Clommission  having  been  made 
through  stock  dividends.  The  records  of  the  company 
prior  to  1905  do  not  exist,  but  the  present  chairman  of 
the  Board  of  Directors  expresses  the  belief  ''that  all 
increases  in  capitalization  in  the  earlier  years  of  its 
existence  represented  either  actual  cash  invested  or  its 
equivalent  in  property  or  earnings.''  ^  A  reorganization 
occurred  in  the  eariy  nineties  which  ended  in  the  ac- 
quisition of  all  the  stock  of  the  company  by  a  New 
Jersey  corporation,  and  the  old  company's  capitaliia- 
tion  has  remained  as  fixed  in  1881  at  $13,200,000  upon 
which  dividends  have  been  paid  since  1891  at  the  rate  of 
13  per  cent.  Soon  after  the  New  Jersey  corporation  was 
formed,  Armour,  Swift,  and  Morris  bought  a  tract  of 
land  some  25  miles  south  of  Chicago  in  Indiana,  with 
the  avowed  piupose  of  removing  their  plants  to  this 
point.   The  move  seems  to  have  resulted  in  the  jrards 
company  issuing  to  these  firms  $3,000,000  of  5  per  cent 
income  bonds  to  run  for  15  years  on  the  condition  that 
they  remain  at  the  Chicago  yards  for  that  term.  Other 
packing  companies  also  received  subsidies.  These  bonds 
expired  in  1907.  The  packers  still  wanted  to  be  induced 
to  remain  at  Chicago,  but  legal  difficulties  appearing  in 
making  a  direct  grant,  resort  was  made  to  the  organisa- 
tion of  a  new  corporation  in  which  it  was  planned  to  sell 
stock  to  the  large  packers  on  favorable  terms.    As  it 
turned  out,  however,  only  Armour  was  favored  with 
such  purchase.  The  matter  was  managed  by  Mr.  F.  H. 
Prince  of  Boston.  Mr.  Armour  explains  what  happened 
as  follows: 

1  Report,  PArt  m,  pp.  lM-197. 
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He  [Mr.  Prince]  came  to  me  and  wanted  to  know  if  I  would  take 
a  fifth  interest  in  the  stock  yards.  ...  I  told  him  I  would,  and  he 
went  along  and  perfected  his  organization,  and  I  took  a  fifth  interest 
for  Armour  &  Co.  My  understanding  ¥^en  he  came  to  me,  and  my 
understanding  now  is  that  there  is  no  other  packer  whatever  ¥^o 
has  an  interest  in  the  Chicago  stockyards  ...  I  guess  you  had  a 
right  to  think  that  Swift  and  the  rest  of  the  packers  had  an  interest. 
But  the  fact  of  the  case  is  this:  When  he  came  to  me  and  when  he 
got  Armour  tied  up  he  did  not  care  anything  about  the  other 
packers.^ 

In  this  way  Armour  and  Company  became  part  owner  of 
the  Chicago  yards  in  1911.  It  can  hardly  be  claimed 
that  its  purchase  added  to  the  prestige  of  the  jrards 
company;  for  neither  the  public  nor  confidential  officers 
of  the  companies  concerned  knew  of  Armour's  owner- 
ship till  disclosed  by  the  Conmiission,  the  whole  deal 
being  carefully  concealed  through  the  use  of  bearer 
warrants  of  stock  and  non-committal  accounts.*  It  can- 
not be  pretended  that  Armour  money  was  essential; 
the  yards  company  could  have  sold  its  stock  on  better 
terms  than  the  packing  company  gave.  The  true  finan- 
cial advantage  of  Armom*  to  the  yards  company  was  no 
doubt  properly  indicated  by  Mr.  Armom*.  The  funds  of 
the  stockyards  company  were  here  as  elsewhere  used  — 
it  was  a  well  established  policy  •  —  to  attract  plants  to 
the  yards,  and  to  "tie  up"  those  were  were  there. 

This  is  characteristic  of  the  method  by  which  packers 
became  owners  in  stockyards.  The  Union  Stocksrards  at 
St.  Paul  were  started  by  A.  B.  Stickney  in  1887  as  an 
industry  on  the  Chicago  and  Great  Western.  For  ten 
years  the  company  struggled  to  build  up  a  market  place, 
primarily  no  doubt  for  the  sake  of  the  railroad  traffic  it 

>  J.  Ogden  Annour,  HeMings  before  the  Senate  Committee  on  Afrieultnre  and 
Foraetry,  on  Senate  bill  S305,  Part  1,  pp.  780,  781.  The  Commiaaion's  Report,  P»rt 
ni,  ohap.  T«  givea  an  extended  account  of  the  involred,  aeoretive,  and  qneatiooable 
methodi  of  oontroDing  thia  piopetty  ainoe  1800. 

1  Hearinga,  Senate  bill  6306,  Part  I,  p.  787. 

t  Hearinfa,  H.  R.  13.324.  Part  lY.  p.  1342.  Teatimony  of  A.  G.  Leonard  of  the 
Union  Stookyarda  and  Tranait  Company. 
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would  give.  It  started  packing  plants  of  its  own  which 
did  not  pay  and  in  1897  it  had  reached  a  point  where 
it  could  not  make  both  ends  meet.     The  compooy 
had  been  capitalized  at  $1,000,000.  Without  any  pay- 
ment of  additional  money  into  the  treasury,  its  stock 
was  now  increased  to  $2,000,000,  one-half  of  which  was 
given  to  Swift  and  Company  as  an  inducement  to  build 
a  plant.  There  is  no  indication  that  Swift  put  any  funds 
into  the  yards,  but  the  new  trade  its  plant  brought  must 
have  increased  the  earning  and  borrowing  power  of  the 
yards  company  and  it  seems  to  have  been  regarded asa 
good  deal  by  Mr.  Stickney  to  have  given  a  half  interest 
in  the  property  there.  At  a  much  later  time,  in  1916, 
'Hhere  was  much  talk  th|tt  Armour  and   Company 
would  build  a  rival  institution  on  land  which  it  had  pu^ 
chased  near  Minneapolis."  ^  The  yards  company  issued 
$500,000  new  stock  and  without  any  payment  of  cash 
tinned  it  over  to  Armoiu*  and  Company  and  the  citizens 
of  St.  Paul  gave  $400,000  as  a  cash  bonus  for  settliDg 
at  the  St.  Paul  yards  and  another  $100,000  stock  which 
they  had  bought  for  the  purpose.* 

Starting  a  rival  market,  or  threatening  to  do  so,  seems 
to  be  a  recognized  industry  in  this  field  of  enterprise. 
In  1912,  the  Cudahy  Packing  Company,  tho  a  long-time 
stock  owner  in  the  Omaha  stockyards  and  one  of  the 
most  firmly  established  packers  at  that  place,  was  seek- 
ing a  bonus  from  the  stockyards  company.  The  head  of 
the  firm  wrote  his  superintendent  at  Omaha  that  Swift 
and  Company  had  made  a  concealed  purchase  of  land  on 
the  opposite  side  of  the  river  but  that  "there  was  never 
anything  heard  about  it,  and  it  may  be  possible  Swift 
and  Company  had  a  bonus  from  the  stockyard  com- 
pany for  putting  up  improvements."    He  hesitated  to 

>  Testimony  of  W.  MoGivney,  President  of  the  St.  Paul  Union  Stockyards.  Hcar> 
ing  on  H.  R.  13,324.  Part  III.  p.  513. 

>  Report,  Part  m,  p.  41. 
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ask  the  company  directly  for  a  bonus  because  the  policy 
of  the  yards  was  controlled  by  Armour  and  Company 
"and  of  course  you  can't  get  anything  out  of  them 
unless  you  can  do  it  by  force/'  He  directed  that  certain 
improvements  which  were  under  way  should  be  held  up 
till  further  orders  and,  "if  the  government  men  want  to 
know  why  you  have  stopped  [to]  tell  them  we  have 
under  consideration  the  plan  of  building  an  entire  plant 
somewhere  else."  The  place  in  view  was  Council  Bluffs 
"or  somewhere  on  that  side  of  the  river";  and  he  ad- 
monished the  superintendent  not  to  "figure  on  any 
small  amount  from  the  stockyard  company;  if  we  can 
get  anything,  we  can  probably  get  a  nicensized  bonus." 
The  Commission  prints  a  letter  from  the  counsel  of 
Sulzberger  and  Sons  Company  written  in  1913,  which 
shows  similar  tactics  were  being  followed  at  Kansas 
City  to  secure  "participation"  in  the  yards. 

My  method  of  procedure  would  be  for  us  to  acquire  the  land  and 
li^t  of  way  [toa  tract  three-quarters  of  a  mile  from  the  yards],  then 
oiganiae  a  corporation,  ourselves  and  the  Cudahy  interests  remaining 
in  the  background,  leaving  it  to  the  Kansas  City  Stockyards  Com- 
pany to  find  out  who  was  reaUy  engmeering  the  deal,  which  they 
would  have  no  difficulty  in  doing,  and  I  believe  that  before  we  got 
very  far  we  would  be  paid  well  for  our  trouble  and  would  be  offered 
satisfactory  terms  for  participation  in  the  Kansas  City  Stockyards 
Company.^ 

The  conclusion  reached  by  the  Commission  that  the 
packers  acquired  stock  in  the  yards  not  because  they 
were  inadequate  or  lacked  funds,  but  because  they  were 
profitable,  seems  clearly  borne  out  by  the  facts.  The 
Commission  charges  that  other  motives  led  to  the  same 
policy,  that  they  acquired  interests  in  the  yards  for  the 
private  advantage  it  gave  them  in  the  packing  industry, 
and  for  the  control  it  gave  them  over  yard  services, 
packing-house   sites  and  the  privileges  attached  to 

>  V.  D.  Skiimarth  to  G.  F.  Sulsbercer,  Report,  Put  m,  p.  34. 
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them,  over  the  yards  banking  businesB,  the  dead  animal 
rendering  business  and  the  like.^ 

It  would  be  difficult  to  prove  that  such  motives  hid 
an  important  part  in  leading  the  packers  to  acquiie 
shares  in  the  yard.  The  financial  motive  is  sufficient  to 
explain  that  policy.  But  once  in  a  place  of  power  it  wis 
natural  that  the  packers  should  use  it  to  thar  own 
advantage.   Complaints  were  made  in  some  places  d 
the  poor  quality  of  the  yards  service  supplied  by  the 
packers,  but  the  evidence  is  not  convincing  that  suck 
complaints  were  greater  than  may  alwajrs  be  eipeeted 
from  patrons  or  that  poor  service  was  due  to  pacto 
ownership.  There  was  considerable  evidence  presented 
at  the  Congressional  hearings  that  the  packers'  poliey 
in  maintaining  yards  was  liberal  and  that  the  service 
did  not  suffer  from  their  ownership.    Some  evidmoe  is 
presented  to  show  the  high  chargesfor  feed  at  the  OwaJok 
yards,  but  it  is  not  shown  that  charges  were  higgler 
there  than  at  non-packer  yards;  and  the  most  notorious 
case  of  excessive  charges  related  by  the  Commission  was 
at  the  Chicago  yards  before  the  packers  had  acquired 
control.*    Nevertheless,  no  one  could  doubt  that  it  Ib 
desirable  to  have  competition  in  yards  service  and 
charges  as  between  the  various  markets  and  that  an 
independent  company  at  each  market,  free  from  the 
influence  of  buyers  who  are  present  in  all  markets, 
gives  the  best  assurance  of  such  competition. 

The  charge  that  the  packers  use  their  control  of 
stockyards  to  keep  independents  away,  or  to  compd 
them  to  locate  in  unfavorable  places,  or  to  refuse  them 
proper  spur-tracks,  driveways,  and  other  facilities,  is  a 
far  more  serious  matter.  It  is  asserted  by  the  Com- 
mission that  at  Forth  Worth,  where  the  yards  are 
owned  jointly  by  two  packers,  that  they  have  refused, 

>  Report,  Part  m.  pp.  80.  61.  «  n>id..  Part  HI,  pi».  197.  SIS,  til 
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contrary  to  the  wishes  of  the  citiz^is  of  Forth  Worth, 
to  allow  other  packers  to  come  in  on  the  ground  that 
there  is  not  enough  stock  in  that  market  to  support 
another  plant.  While  it  may  be  argued  that  the  big 
packers  would  not  have  ventiued  to  build  plants  there 
if  the  field  had  been  open  to  all  comers,  the  fact  remains 
that  the  power  to  exclude  from  packer-owned  yards 
exists  and  that  the  interest  of  the  packers  is  hostile  to 
that  of  the  community  and  of  shippers  or  may  readily 
become  so.  A  clear  case  of  discrimination  seems  to  be 
made  out  at  the  Sioux  City  yards.^ 

It  is  also  charged  that  through  an  ownership  of  the 
jHxda  the  packers  exclude  from  all  convenient  places 
about  the  premises  all  banks  and  cattle  loan  companies 
except  those  controlled  by  the  packers.  The  Commis- 
sion attaches  considerable  importance  to  this  fact  be- 
cause of  the  power  it  gives  the  packer  to  dominate  the 
five  stock  credit  at  their  yards.*  It  does  not  seem  pos- 
sible that  in  most  places  such  a  situation  could  seriously 
hamper  live  stock  men  in  their  credit  operations,  tho 
it  might  often  prove  an  inconvenience.  Complaint  is 
made  by  Uve  stock  men  because  of  the  large  power  it 
places  in  the  hands  of  packers  to  force  stock  on  the  mar- 
ket in  their  own  interests  by  calling  outstanding  loans.* 
But  the  writer  knows  of  no  case  where  this  has  been 
done.  The  transactions  of  buyer  and  seller  of  live 
stock,  it  would  seem,  ought  not  in  any  case  to  be 
hampered  by  credit  relations  such  as  here  indicated. 

1  Report,  Pftrt  m.  pp.  79-80.  Ur.  L.  F.  Swift  during  the  hearinfi  on  H.  R.  13.324 
■oo^bt  to  apUin  awmy  these  ehariee,  but  his  remarke  are  not  oonvinoing.  Hearinfli, 
Bvt  IV.  p.  825.  Remarka  made  by  Mr.  Veeder  during  the  hearingi  on  the  Andenoo 
bin  taod  to  take  the  edge  off  the  charge  of  diacrimination.  Ibid..  Part  VII,  p.  480. 

t  Report.  Part  m,  p.  70. 

•  A.  B.  ddUeqka.  Addi«M  ddivered  at  Denver.  191S.  and  printed  in  the  Piooead- 
iasi  of  the  Cooferenoe  on  the  Marketing  of  live  Stock.  Chicago.  November,  1910k  p.  60. 
Mr.  deRieqlee  is  a  weU  known  lire  stock  man  and  is  also  interested  in  a  cattle  lotti 
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Such   relations  are  common,   however,    as  between 
commission  finns  and  feeders. 

Ownership  of  the  yards  by  the  packers,  it  is  daimed, 
also  established  an  undue  control  over  commiBnm 
finns  through  whom  the  live  stock  is  sold.  Th^  are 
the  agents  of  live  stock  men  but  are  the  tenants  ci  tibe 
yards  company.  The  relation  of  tenant  and  landkvd, 
it  is  claimed,  creates  a  dependence  of  the  commisBUD 
men  on  the  packer  that  ought  not  to  exist;  this  dqiend- 
ence  shows  itself,  so  it  is  held,  by  favoring  the  big  packer 
as  against  the  small  one  and  by  weakening  the  aeal  d 
the  commission  man  for  his  principal  in  his  dealinp. 
The  position  of  any  one  of  the  big  buyers  in  any  case  is 
such  that  no  commission  firm  can  afford  to  be  on  un- 
friendly terms  with  him  regardless  of  the  question  of 
ownership  of  the  yards;  it  is  probable  that  ownerslq) 
increases  the  timidity  of  men  who  represent  the  pro- 
ducers of  live  stock.^  It  can  hardly  be  doubted  that  mudi 
of  the  activity  of  the  commissionmen  against  theBoriand 
resolution  for  the  investigation  of  the  meat  industry  in 
the  interest  of  live  stock  producers,  was  due  to  the  pres- 
siu^  brought  to  bear  by  the  packers.  With  practically 
all  the  live  stock  reaching  the  large  markets  necessarily 
sold  through  these  agents,  it  is  of  prime  importance 
that  they  be  kept  in  a  position  where  they  may  act 
independently  and  aggressively  in  the  interest  of  thdr 
principals.  That  position  they  can  hardly  be  said  to 
have  occupied  in  the  past. 

The  Rendering  Monopoly 

Still  another  charge  of  the  Trade  Commission  is  that 
the  packers  use  their  ownership  of  the  yards  in  most 
cases  to  secure  a  monopoly  of  the  rendering  of  animals 
which  die  in  transit  or  in  the  yards.   It  is  the  duty  of 

>  Report,  Pwt  m.  p^  M-IOS. 
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eommisfiion  firms  to  sell  such  Animalfl  to  the  best  ad^ 
vantage  of  the  owners.  At  the  St.  Paul  yards  and  prob- 
ably elsewhere  in  order  to  get  permission  to  sell  stock  in 
the  yards  and  occupy  an  office  in  the  exchange,  the  comr 
mission  houses  are  required  to  sign  an  agreement  ''that 
all  animals  that  may  arrive  dead  or  that  may  die  in  the 
stockyards  of  the  said  first  party,  and  consigned  to  or  in 
the  charge  of  the  said  second  party  shall  be  sold  and 
disposed  of  as  directed  by  the  said  first  party  as  to 
manner,  price,  and  purchaser.''  ^  The  purchaser  desig- 
nated is  usually  a  rendering  company  controlled  by  the 
same  packer  interests  that  control  the  stockyards. 
Thus  at  Chicago,  the  Globe  Rendering  Company 
with  a  capital  of  $2,000,000  is  owned  by  the  Morris, 
Swift,  Armour,  and  Wilson  interests.  At  Kansas  City 
aD  the  big  firms  have  an  interest  in  the  Standard 
Rendering  Company;  at  Omaha  all  except  \^^lson  are 
owners  of  the  stock  of  the  Union  Rendering  and  Re- 
fining Company;  at  East  St.  Louis,  Swift  and  Morris, 
and  at  Sioux  City,  Armoiu*,  Swift,  and  Cudahy,  own  the 
monopoly. 

The  monopoly  is  a  valuable  one.  The  plant  required 
for  the  business  is  not  costly  and  it  seems  that  the 
greater  part  of  the  assets  of  such  companies  is  often 
''good  will,"  or  perhaps  more  accurately  the  contract 
it  has  with  the  stockyards  company.  In  the  case  of  the 
Globe  Rendering  Company,  for  example,  with  outstand- 
ing capital  stock  of  $2,000,000  the  schedule  retiuned 
to  the  Commission  showed  only  $200,000  of  stock 
issued  for  cash  while  the  tangible  assets  amoimted  to 
only  $145,212.  The  company  explained  that  the  item 
of  $1,800,000  "represents  good  will  and  does  not  include 
any  tangible  property."  From  1913  to  1917  inclusive 
the  company  earned  $692,612,  and  it  paid  aii  average 

>  Report,  Pftrt  m,  p.  00. 
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annual  dividend  of  $120,000,  or  60  per  cent  on  the  pai 
up  capital.^  At  other  packing  centers  similar  ammgi 
ments  prevail  in  the  rendering  business  and  hi^  divi 
dends  are  paid.  At  East  St.  Louis  the  stockyards  ai 
owned  by  Armour  19  per  cent,  Morris  35  per  cent,  an 
Swift  28  per  cent;  and  the  East  St.  Louis  Renderin 
Company  is  owned  by  Morris  74.8  per  cent  and  Swift  2 
per  cent.  The  packers  were  selling  their  own  dead  ani 
mals  to  the  rendering  company  in  1916  at  the  prie 
established  for  country  shippers.  But  with  the  rise  i 
the  value  of  grease  the  manager  of  Swift  and  Compaq 
wrote  the  home  office  that  the  animals  they  were  sdliiii 
for  l\  cents  per  pound  were  worth  4}  or  5  cents;  that  i 
did  not  seem  advisable  ''to  ask  the  3rards  company  fa 
more  money  as,  if  it  were  granted  to  us  they  would  abt 
have  to  raise  the  allowing  price  on  the  dead  to  counbj 
shippers/'  and  he  asks  for  permission  ''  to  tank  our  own 
dead."  The  correspondence  does  not  disclose  wbetha 
permission  was  granted  or  not,  but  it  does  show  that  a 
few  days  later  Armour  b^an  to  tank  his  dead  hogs, 
and  apparently  the  price  to  country  shippers  was  left 
undisturbed.* 

It  may  be,  as  claimed  by  the  packers,  that  the  busi- 
ness is  usually  not  more  than  enough  for  one  plant  to 
handle  and  that  it  can  be  most  efficiently  handled 
through  one  company;  but  this  settles  nothing;  it  only 
raises  the  question  as  to  where  the  power  over  inevitaUe 
monopoly  should  be  lodged.  Conditions  and  incidents 
such  as  those  related  above  have  resulted  in  irritating 
the  shippers,  rousing  their  distrust,  creating  hostility 
toward  the  packers,  and  in  leading  to  demands  for  radi- 
cal changes  in  the  control  of  stockyards  and  the  whole 
packing  industry. 

1  Report  on  the  Me»t-P»okinc  Induirtry,  Pftrt  III,  pp.  61-60. 
>  n>id.,  Pftrt  in,  p.  66. 
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best."  That  is  the  case  also  against  packer  ownoahi;. 
But  it  is  obvious  that  many  of  the  conditions  agaiul 
which  complaint  has  been  made  and  for  which  paebr 
ownership  has  been  blamed  will  persist  when  the  yank 
have  passed  to  other  hands,  for  which  legishthe 
remedies  will  continue  to  be  demanded. 


IV.  Fluctuations  in  Prices  of  Livb  Stock 

One  of  the  most  general  and  persistent  complaints  of 
the  feeders  is  that  prices  of  live  stock  so  frequently  have 
no  relation  to  cost  of  production,  and,  taken  for  shot 
periods,  no  relation  to  natiual  market  conditions;  that 
these  fluctuations  introduce  so  great  an  element  of  lisk 
as  to  make  feeding  one  of  the  most  hazardous  of  inchis- 
tries,  resulting  in  disastrous  losses  to  the  feeders  and  in 
the  end  throwing  a  great  burden  on  consumers  as  wA 
Well  informed  stock  men  are  convinced  that  these 
erratic  price  movements  can  be  explained  only  on  the 
theory  of  '^ manipulation"  by  packers,  idiom  th^ 
regard  as  the  beneficiaries  of  the  changes.  The  whole 
meat  investigation,  so  far  as  the  consumers  are  con- 
cemedy  centers  aroimd  the  effect  of  price  manipulaticKi 
by  the  packers  upon  live  stock  production.  It  is  a 
commonplace  among  feeders  and  in  the  agricultural 
press  that  the  decline  in  the  country's  meat  supply  is 
due  to  the  imcertainties  of  live  stock  production.  Tlie 
President,  in  his  letter  directing  the  meat  investigation, 
took  the  same  view  of  the  matter.  The  Kendrick  bills, 
the  Kenyon  bill,  and  the  Anderson  bill  are  measures 
"to  stimulate  the  production  and  sale  of  live  stock  and 
live  stock  products,"  of  course  by  removing  abuses  and 
irregularities  through  government  regulation. 

It  is  to  be  regretted  that  a  matter  of  such  vital  im- 
portance was  not  made  the  subject  of  careful  study  by 
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sttie  Federal  Trade  Commission.  The  few  pages  given  to 
xH  contain  only  general  observations  and  conclusions, 
r  The  prices  of  live  stock  fluctuate  more  widely  and  more 
i^  £rfxiuently  than  do  the  prices  of  live  stock  products; 
-  fluctuations  are  due  to  varying  receipts  of  stock,  changes 
in  the  price  of  products  and  to  speculative  bujring; 
"many  of  the  live  stock  commission  men  say  the  big 
packers  manipulate  the  daily  live   stock  market ''; 
extracts  from  market  reports  and  the  proceedings  of 
live  stock  associations  indicate  that  in  these  quarters 
there  is  a  firm  belief  in  the  packers'  policy  of  ''manipu- 
lation."   The  recurrence  of  phrases  in  the  text  such 
as  ''making  the  daily  live  stock  market/'  the  packers 
"suddenly  and  greatly  change  the  daily  price/'  when 
receipts  are  large  "they  generally  put  the  prices  down  to 
a  low  level/'  and  the  like,  shows  that  the  Conmiission 
accepts  the  current  views  of  the  big  packers'  power  and 
policy.^ 

In  the  absence  of  any  concrete  study  of  the  price- 
making  forces  one  must  be  content  with  pointing  out 
certain  lai^ge  aspects  of  the  situation. 

The  packers,  of  course,  protest  that  they  are  as  help- 
less in  the  clutch  of  the  "great  law  of  demand  and 
supply"  as  the  feeders;  that  what  they  can  give  for 
live  stock  is  dependent  on  what  consumers  are  willing  to 
give  for  live  stock  products;  and  they  encourage  the 
belief,  sometimes  held  by  feeders,  that  producers  are  as 
well  informed  of  the  market  conditions  required  to 
forecast  the  course  of  prices  as  the  packers  themselves. 
It  is  obvious  that  risks  the  feeder  must  take  cannot 
be  removed  by  any  proposed  legislation.  The  length  of 
time  that  must  elapse  between  the  beginning  of  a  live 
stock  operation  and  the  market  day,  especially  if  the 
feeder  is  also  a  breeder,  involves  unavoidable  risk. 

>  Report.  Pftrt  m.  pp.  105-110,  30&-311. 
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Ahnort  anything  can  happen  in  die  wmy  of  chaQgeBi 
market  emiditions  and  cost  of  prodoctioD*  With  As 
long  swing  dianges  the  paeker  hasfar  lesBConemAn 
the  feeder,  since  his  operatioiis  with  respect  toa^ 
particular  purchase  of  cattle  or  sheep  are  in  the  maii 
dosed  withm  about  two  weeJcs;  tho  in  the  ease  of  hop 
they  extend,  on  the  average,  over  a  longer  poiod.  B 
may  wdl  be  tnie  that  as  to  these  dumges  feeders  htie 
as  good  infcHmation  as  the  packers.  This  can  hardly  be 
true  of  the  diort  swing  variations  —  die  daily  fluetai- 
tions.  From  the  nature  of  their  positicHi  the  padnn 
know  far  more  than  the  feeders  do.  On  the  vapj^  ade 
they  have  all  the  inf onnation  the  feeders  have  fron 
government  reports,  movements  to  markets,  arrivals— 
not  at  one  maritet  only,  but  at  all  markets  —  and  are  ii  i 
position  to  assemble,  interpret  and  utilise  such  inf<Hiiii- 
ticm  as  no  shqiper  can  or  is  likdy  to  do.  Thqr  Ittve 
facilities,  moreover,  for  c<dlecting  information  as  to 
feed-lot  conditions  the  diippers  do  not  have.  On  the 
demand  side  the  advantage  is  also  with  the  padcen. 
They  have  access  to  all  the  government  information  the 
shippers  have  and  are  in  position  to  utilise  it  as  the 
shippers  are  not,  while  throu^  their  marketing  ix- 
ganization  they  have  first^Jiand  information  as  to 
stocks  on  hand,  current  and  proepective  demands,  to 
which  shippers  have  no  access.  Without  any  collusion 
on  the  part  of  the  packers,  a  weak  market  for  freA 
meats  or  even  an  anticipated  weak  market  is  bound  to 
lead  to  the  same  action  on  thdr  part  —  a  curtailment 
of  purchases  and  an  effort  to  buy  at  a  lower  price.  If 
receipts  happen  to  be  heavy  at  the  same  time  a  slump 
naturally  results.  If  the  recdpts  are  normal,  or  short, 
and  sellers  have  every  ground  for  expecting  a  strong 
market,  the  packers  for  legitimate  reasons  may  esdi 
make  light  purchases  and  weakm  the  market;  and  the 
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shipper  is  likely  to  interpret  the  atuation  as  due  to 
oolhision  among  buyers.  The  very  fact  that  each  of  the 
big  packers  represents  a  highly  centralized  buying 
organization  dealing  with  many  imperfectly  informed 
individual  sellers  in  many  markets  gives  him  a  bar- 
gaining advantage.^ 

Without  any  collusion^  it  seems  clear  that  fluctuations 
quite  beyond  the  power  of  the  ordinary  seller  to  under- 
stand are  likely  to  occur.  If  there  is  a  combination 
among  the  big  packers,  their  power  to  ''make  the  nuuv 
ket"  cannot  be  questioned.  With  full  and  free  com- 
petition fluctuations  are  certain  to  occur  in  marketing 
what  is  essentially  a  perishable  product,  and  the  packers 
from  their  position  are  favorably  situated  to  guard 
against  loss  from  them,  while  the  producers  are  not.  If 
the  power  to  ''make  the  markef  is  exercised  through 

s  Kr.  Edward  Morns,  in  dfliqriiig  any  acreeniiait  for  dividmg  Kmrefaaaet,  hat  de- 
■Bribed  the  baying  poijayoghiaoompanyaafolkwra;  "Our  buy  ie  gowned  eokly  by  our 
eapneity  to  kiU,  oar  distribiitiTe  outlet,  and  the  receipts.  Ordinarily,  in  timee  of  peace, 
we  porehaae  cattle  for  three  different  paipoiei;  that  is  (a)  for  distribution  throogh  oar 
bnneh  houses,  oar  routes,  and  sueh  direot  trade  as  we  may  have;  (b)  for  hotels,  rail^ 
roads,  steamships,  and  instttution  trade;  (e)  canners  and  nmilar  purposes.  .  .  .  The 
fln*  thing  in  the  morning  is  for  the  head  of  the  beef  department  to  dbtribute  his  orc|(Brs 
to  the  head  cattle  buyers  at  the  different  markete  for  as  many  cattle  as  he  figuree  they 
can  use,  giving  larger  or  smaller  ciders  to  each  buarer  according  to  the  receipts  at  the 
particular  market,  the  kind  of  cattle  that  are  coming  to  the  particular  marlcet,  killing 
ci^MMity  of  the  plant  at  each  market,  and  also  tsking  into  consideration  what  cattle 
hsre  been  costing  in  the  various  markets  ss  compared  with  what  they  have  been  selling 
for  at  other  markets.  During  the  day  theee  orders  may  be  changed.  Receq^maybe 
larger  or  smaller  than  at  first  reported,  and  one  market  may  be  considerably  higher  or 
lower  than  others,  causing  changes  in  the  original  orders.  The  head  of  the  beef  depart* 
nsnt  alao  gives  his  opinion  to  the  cattle  bujrer  as  to  whether  the  cattle  should  be  bought 
U^ier  or  lower,  baaing  this  opinion  on  the  receipts  of  the  cattle,  which  fluctuate  con- 
tkmially,andalsotheeonditionof  the  beef  trade.  But  above  all,  the  firrt  aim  is  to  oper- 
ate our  plants  ss  near  d^iaeity  as  possible,  and  the  buarer,  in  order  to  do  so,  must  buy 
eattle  in  the  market  in  which  he  operates,  at  the  market  price,  in  order  to  keep  his 


*'As  there  is  no  agreement  whatever  as  to  the  percentage  of  'buy,*  we  have  different 
buyers  for  stews,  cows,  hogs,  and  sheep.  Each  must  be  an  expert  in  his  particular  kind, 
for  the  buy  m  based  solely  on  his  judgment  ss  to  quality,  fiU,  and  dresidng. 

**Tou  can  readily  understand  that  each  buarer  must  have  an  approsimate  order  for 
the  number  of  head  which  he  is  to  buy  daily,  and  it  must  be  self-evident  that  it  would 
be  an  abeolute  impossibility  to  give  instructions  in  any  possible  manner  to  buy  a  definite 
■ad  fixed  percentage  and  not  have  theee  busrers  know  it.  Our  bojrers  trade  abeohitely 
aeeording  to  market  eonditions  and  our  needs  of  live  stock.**  Hearings,  H.  R.  18,834, 
Ptet  lY,  p.  1088. 
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combination,  price  fluctuations  which  are  ruinous  to 
producers  may  be,  with  a  fair  d^ree  oi  r^gulaiify, 
turned  into  profits  for  those  who  controL  It  is  impcv- 
tant,  therefore,  to  examine  the  nature  of  the  evideott 
adduced  by  the  Conmiission  to  support  its  chaige  of  i 
monopoly. 

V.  The  Charge  of  Coicbination 

The  Commission  in  unequivocal  terms  cliaiges  that 
such  a  monopoly  control  exists;  that  the  effort  oi  the 
packers,  especially  of  the  three  leading  oompanieB,  to 
control  the  meat  situation,  '^ extends  in  an  ahnost  un- 
broken series  over  a  period  of  more  than  30  yean, 
beginning  with  the  agreements  and  oombinatioiis 
formed  by  Philip  D.  Armour,  Gustavus  F.  Swift,  and 
Nelson  Morris  about  1885  and  ending  with  the  present 
agreements,  pools,  controls,  and  multiple  oommunitieB 
of  interest  of  their  descendants."  ^  During  part  of  this 
period  the  Cudahy  Packing  Company,  the  Schwartjs- 
child  and  Sulzberger  Company  (now  Wilson  and  Com- 
pany), and  several  smaller  concerns  were  associated  in 
the  combination. 

The  history  of  these  combinations  is  divided  by  the 
Commission  into  three  periods  as  follows :  From  1^  to 
1902,  the  period  of  the  dressed  meat  pools;  from  1902 
to  1912,  the  merger  period;  and  from  1912  to  the  pres- 
ent, a  period  characterized  by  the  continuance  of  a  live 
stock  pool  in  domestic  markets  and  a  formal  agreement 
for  the  division  of  the  South  American  export  trade. 
During  the  first  period  there  was  an  almost  continuous 
arrangement,  modified  from  time  to  time,  for  the  fixing 
of  beef  prices,  the  division  of  territory,  'Hhe  division  of 
certain  public  contracts,  and  the  compulsion  of  retailers 

1  Report,  Part  II,  p.  11. 


Digitized  byVjOOQlC 


THE  MBAT-PACKING  INVESTIGATION  657 

to  buy  their  beef  from  the  great  packers."  The  arrange- 
ment was  admmistered  through  regular  weekly  meet- 
ings of  the  pool  at  the  ofSce  of  a  joint  agent,  and  was 
enforced  by  a  system  of  fines  and  penalties.  That  a 
combination  was  in  force  during  this  period  is  admitted 
by  the  packers. 

The  court  records  are  so  full  and  clear  on  this  point 
that  there  can  be  no  question  as  to  the  facts.  In  1902  a 
I)etition  in  equity  was  filed  asking  for  an  injimction  to 
restrain  the  packers  from  certain  monopolistic  practices. 
A  temporary  injimction  was  granted,  and  later  this  was 
made  perpetual  (1903)  and  finally  approved  by  the 
Supreme  Court  in  1905.  The  order  was  directed  to  the 
five  large  companies,  several  smaller  ones  and  a  number 
of  individuals,  and  forbade  them  to  refrain  from  bidding 
against  each  other  in  the  purchasing  of  live  stock,  to 
conspire  to  fix  uniform  prices  for  the  sale  of  meats  and 
the  quantities  shipped,  to  fix  uniform  rules  as  to  credit 
to  dealers  and  cartage  charges,  or  to  demand  or  receive 
rebates  in  any  form  from  transportation  companies. 

The  second  period  was  ushered  in  within  a  few  dayB 
after  the  granting  of  the  injimction,  by  the  signing  of  a 
contract  between  the  three  leading  companies,  later 
joined  by  the  Cudahy  Packing  Company  and  the 
Schwartzschild  and  Sulzbei*ger  Company,  looking  to- 
ward a  meiiger  of  the  interests  concerned.  A  number  of 
smaller  properties  in  different  parts  of  the  coimtry  were 
also  bought,  not  by  the  big  companies,  but  by  Armom*, 
Swift,  and  Morris  as  individuals,  with  the  purpose  of 
turning  them  over  to  a  great  holding  company  modeled 
on  the  then  recently  organized  Steel  Corporation,  "which 
would  own  not  only  these  properties  but  also  the  prop- 
erties of  the  three  companies."  ^  Negotiations  with  the 

i  Henry  Veeder,  Hmrinci  on  Meftt  Packer  Legislation.  House  Ck>mniittee  on  Agri^ 
eultuxe.  Maitsh  10.  1920.  Part  Xm.  pp.  962-066. 


Digitized  byVjOOQlC 


658  QUARTBRLY  JOURNAL  OP  ECONOMICS 

banks  for  financing  the  enterprise  were  conducted  for 
several  months  but  finally  abandoned  at  the  end  of 
November.  The  neirt  step  was  to  organize  the  National 
Packing  Company  as  a  holding  company  for  taking 
over  the  properties  bought  while  the  laiiger  scheme  wv 
pending.  This  was  in  1903.  In  1911  an  indictment  wm 
brought  against  the  company  on  the  theory,  as  ex- 
plained by  Mr.  Veeder,  that  it  was  ''the  center  at  the 
meetings  of  which,  in  conducting  the  business  of  tlie 
National  Packing  Company,  the  directors  of  tlie 
National  Packing  Company  at  the  same  time  trans- 
acted the  business  of  the  other  three  companies,"  a 
theory  declared  by  Mr.  Veeder  and  others  connected 
with  the  packers  to  be  without  foimdation.  The  trial 
ended  in  March,  1912  with  a  verdict  of  not  guilty.  In 
August  following  the  National  Company  seemed  the 
Attorney  General's  approval  of  a  plan  for  selling  its 
properties  to  Armour  and  Company,  Swift  and  Com- 
pany, and  Morris  and  Company,  and  the  plan  was 
carried  out. 

The  verdict  of  1912  is  regarded  by  the  packers  as  a 
vindication.  It  is  safe  to  say  that  the  public  did  not 
generally  so  regard  it,  and  the  Federal  Trade  Com- 
mission does  not.  It  publishes  letters  from  Mr.  Veeder's 
files  which  indicate  that  some  of  the  properties  turned 
over  to  the  National  Packing  Company  had  been  paid 
for  by  checks  of  the  packing  companies,  and  not  by 
their  presidents  as  individuals,*  a  distinction  as  to 
ownerships  regarded  at  the  time  of  the  trial,  and  still 
regarded  by  Mr.  Veeder,  as  vital.*    The  Commission 

1  Report,  Part  n,  pp.  23.  24. 

>  Mr.  Veeder.  The  only  reaaon  I  waa  earefol  to  diatingiiiah  (between  indhridiial 
and  company  ownerahip)  waa  that  tiiere  might  be  acme  queatkm  ol  legality  of  owner* 
ahip  of  stocka  by  these  corporationa.  but  those  three  ocnporationa  never  did  and  never 
attempted  and  never  deaired  to  own  them.  The  three  individoala  boui^t  tboae  oom- 
paniea  because  they  were  going  to  organise  a  great  big  holding  company,  modded  upoa 
the  Steel  Corporation,  which  would  own  not  only  theae  propartiea  but  the  ptopertii  of 
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holds,  moreover,  that  the  methods  employed  under  the 
old  pool  were  contmued  with  the  National  Packing 
Company  ''as  a  clearing  house'';  and  that  after  the 
dissolution  of  that  company  those  practices  persist. 
There  still  exists,  it  is  held,  something  more  than  a 
gentleman's  agreement,  for  as  between  the  big  com- 
I)anies  ''the  understandings  are  definite  and  precise, 
and  it  is  far  superior  in  its  operations  to  the  clumsy 
*  pool '  of  the  nineties."  ^ 

We  turn  now  to  a  consideration  of  the  evidence  of 
combination  adduced  by  the  Commission. 

First  of  all  it  may  be  said  there  has  been  found  no 
written  agreements,  no  record  of  proceedings  at  stated 
meetings,  none  of  the  mechanism  that  characterized  the 
earlier  pool.  In  view  of  the  experience  through  which 
the  packers  have  passed  it  would  be  strange  if  docu- 
mentary evidence  of  that  sort  should  have  been  found. 
There  is,  indeed,  evidence  that  they  r^ularly  instructed 
their  buying  station  managers  concerning  the  law  and 
that  they  were  careful  to  avoid  putting  anything  into 
writing  that  had  the  appearance  of  an  agreement  con- 
trary to  law.  Traveling  auditors  examined  the  files  of 
such  agents  for  questionable  phrases  in  their  corre- 
spondence and  the  auditors  coached  them  upon  the 
proper  terms  to  use.  The  evidence  presented  by  the 
Commission  in  the  main  shows  what  has  been  done 
rather  than  what  it  was  agreed  to  do.    In  one  case, 

the  three  companiee.  —  There  wae  nothing  wrong  in  that  ownenhip.  The  omnpeny 
hed  ite  buyen  in  the  market  end  bought  in  competition  with  the  othen,  end  It  had  ite 
branch  hooaee  located  next  door  to  the  othen  and  eold  ite  beef  in  competition  with 


Bfr.  Tincher.  That  la,  yoa  mean  that  the  National  Peeking  Co.,  with  its  controlling 
intereet  owned  as  you  have  enumerated  competed  with  Armour  &  Co.,  Swilt  &  Co.,  and 
Morrie. 

Bfr.Veeder.    Yes,  sir. 

Hearings  on  Meat  Packer  Legislation.  House  Committee  on  Agriculture,  Biareh 
10, 19a0,  Fltft  Xm,  p.  066. 

1  Beport,  Part  H,  p.  13. 
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liowever,  an  agreement  has  been  found  —  the  agrn- 
ment  entered  into  l^  the  lag  packers  and  oertiiB 
British  packers  in  South  America  to  regulate  dupmenti 
of  meat  from  that  country  to  England.  To  that  case 
we  shall  now  gjve  attentkm. 

Tlie  IrUemaiional  Meat  Pool 

It  is  charged  specifically  that  as  far  back  as  1911  the 
big  companies  were  in  agreement  with  certain  Britidi 
companies  to  control  shipments  from  South  America  to 
En^and  and  the  United  States,  and  that  the  agreemeDt 
was  renewed  in  June,  1914.  The  packers  admit  that 
"the  charge  that  there  is  an  agreement  to  regulate  shq)- 
ments  from  South  America  to  En^and  has  a  certain 
basis  of  truth/'  but  deny  that  the  arrangement  in- 
cluded shipments  to  America.  The  agreement,  it  is 
held, "  was  not  only  justifiable  because  it  helped  to  make 
more  regular  the  receipts  of  perishable  meats  in  Eng- 
land, but  the  arrangement  itself,  made  necessary  by  the 
lack  of  adequate  boat  space,  was  not  secret,  and  was 
countenanced  by  British  law.  Furthermore,  this 
arrangement  is  similar  to  the  form  of  cooperation 
specifically  permitted  by  the  Webb  bill,  which  is  in- 
tended to  encourage  cooperation  in  exportation  on  the 
part  of  competing  firms  in  the  United  States."  * 

The  Commission's  proof  of  the  di\dsion  of  American 
shipments  is  apparently  based  on  the  evidence  in  the 
''Black  Book,"  so-called,  a  memorandum  book  found 
in  the  oflSce  of  Sulzberger  and  Sons,  used  by  Germon 
Sulzberger,  vice-president  of  the  company,  to  record  his 
conversations  with  representatives  of  the  various  pack- 
ing concerns  on  matters  of  common  interest.    The 

1  Swift  A  Co.,  Analysis  and  Critidsm  of  Part  II  of  the  Commiaiion'B  Report  Set 
also  statement  of  Mr.  Colver,  Hearincs  on  the  Kendriek-Kenyon  bilk.  Fart  V,  p.  125, 
January  9.  1920.  On  this  pool,  see  Part  II.  pp.  99-107,  and  EdkibH  I. 
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entries  leave  it  somewhat  uncertain  whether  there  was  a 
definite  understanding  as  to  the  division  of  imports  to 
America.  Sulzberger  presented  a  table  showing  the  pro- 
portion of  imports  arranged  for  as  determined  by  the 
space  allotted  to  each  interest  by  the  steamship  com^ 
pany.  So  far  as  can  be  judged,  however,  each  interest 
made  its  own  arrangement  for  space.  Sulzberger 
objects  to  the  large  allotment  of  one  company;  he 
exchanges  views  with  another  packer  as  to  future 
shipments  of  the  several  companies;  he  notes,  after 
mentioning  the  limitation  on  the  number  of  carcasses  to 
be  shipped  to  England,  that,  ''as  r^ards  mutton  for  the 
United  States,  this  is  entirely  unlimited";  the  conver- 
sation turns  readily  from  English  to  American  ship- 
ments as  tho  they  were  usually  discussed  together; 
yet  there  is  no  clear  proof  of  agreement  and  some  ex- 
pressions used  seem  to  indicate  there  was  none. 

CoUtmon  in  Domestic  Transactions 

The  Commission  also  finds  that  in  the  selling  of  meat 
products  within  the  United  States  and  in  the  handling 
of  poultry  and  dairy  products  there  are  collusive  prac- 
tices which  amoimt  to  combination.  One  practice  is 
that  of  rotation  in  price-cutting  by  the  big  packers  to 
the  injury  of  the  smaller  ones.  Most  of  the  evidence 
adduced  on  this  point  is  in  the  form  of  statements  of 
parties  claiming  to  be  injured  by  the  practice.  The 
packers  explain  such  local  cutting  as  the  result  of  an 
oversupply  of  one  kind  of  meat  or  another.  It  is  im- 
fortimate  that  no  careful  intensive  study  of  the  trade 
policies  of  the  packers  was  made  by  the  Commission 
that  would  throw  light  on  this  and  other  mooted  points. 
While  the  evidence  on  this  particular  point  is  not  con- 
clusive, it  certainly  adds,  when  taken  in  connection 
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with  the  known  idaticxis  of  the  large  compftnieB,  totk 
probability  of  an  understanding. 

The  masB  <rf  correspond^ice  drawn  upon  by  tbeCon- 
mission  shows  many  instances  of  an  exchange  of  ib- 
fcxmation  auKXig  the  packers  on  test  costs,  maigm 
sales  and  prices,  such  as  are  not  to  be  eipected  among 
active  competitors.  The  general  explanation  of  thoe 
instances  given  by  the  packers  is  that  they  are  acooanb 
of  ''past  transactions"  and  in  no  way  indicate  an  agree- 
ment as  to  future  action.  The  exchange  of  views  8om&- 
times,  however,  looks  to  the  future.  The  local  maoagBr 
of  the  Cudahy  Pkusking  Company,  e.  g.^  writes  the 
president  of  the  Western  Meat  Company,  a  Swift  eoa- 
cem,  that  ''our  idea  would  be  that  6i  cents  for  tk 
average  run  of  grass  cattle  would  be  about  a  fair  maiioBt 
figure,  provided  there  are  sufficient  supplies  to  meet  the 
summer  requirements.''  ^ 

There  is  no  evidence  of  agreement  between  these 
companies  or  their  representatives  to  be  guided  by  sudi 
views.  But  when  the  sales  agents  of  the  anthracite 
operators  formerly  held  their  meetings  to  learn  the 
"consensus  of  opinion''  as  to  prices,  it  was  understood 
in  the  trade,  probably  without  formal  agreement,  that 
the  prevailing  views  governed  the  policy  of  alL  How 
far,  if  at  all,  this  is  true  of  the  packer,  has  not  hem 
cleariy  established.  The  cases  described  by  the  Com- 
mission are  all  local  in  character  and  the  acts  <rf  local 
managers.  The  packers  admit  there  is  a  t^idency 
among  such  managers,  probably  because  it  offers  the 
most  certain  means  for  them  to  make  a  good  showing 
to  agree  on  price  policies  with  their  competitors.  Hie 
company  rules  cleariy  forbid  such  agreements  and  em- 
ployees are  frequently  admonished  to  avoid  vic^tions  of 
the  law.  Yet  one  cannot  read  the  correspondence  with- 

t  Rflport,  Ftft  II.  p.  123. 
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out  a  feeling  that  the  Chicago  office  was  more  concerned 
to  avoid  the  appearance  of  evil  than  to  avoid  the  evil 
itself.^  Another  form  of  friendly  cooperation  is  shown 
in  an  entry  in  the  ''Black  Book"  which  tells  of  a  con* 
versation  between  Germon  Sulzberger  and  Mr.  Armour. 
Sulzberger  explained  that  the  policy  of  Armour  at  New 
York  was  injiuing  his  company,  whereupon  Mr.  Ar- 
mour said  ''he  had  no  intention  to  work  against  us  and 
said  he  would  arrange  now  to  do  the  following:  Reduce 
New  York  10  per  cent  this  week,  and  10  per  cent  next 
week."  An  examination  of  Armour  and  Company's 
books  showed  that  the  promised  reduction  of  shipments 
actually  took  place.*  The  packers  apparently  enter  no 
g^eral  denial  of  the  practices  charged  in  this  part  of  the 
report  but  attack  the  method  of  interpretation  adopted 
by  the  Commission,  seeking  to  justify  some  of  the 
practices  and  to  temper  its  statements  of  fact  as  to 
others.  If  local  managers  enter  into  price  agreements, 
it  is  in  violation  of  strict  orders;  the  interchange  of  in- 
formation as  to  prices  has  to  do  with  closed  transactions, 
not  future  plans;  the  interchange  of  "margins"  is  not 
''formal''  but  casual;  inspection  of  supplies  in  one 
another's  coolers  is  not  "periodic"  but  occasional.' 

Question  of  a  lAve  Stock  Pool 

By  far  the  most  serious  charge  of  combination  has  to 
do  with  the  division  of  live  stock  purchases.  The  con- 
clusion of  the  Commission  is  that  the  five  large  packers 
"are  in  an  agreement  for  the  division  of  live  stock  pur- 
chases throughout  the  United  States  according  to  fixed 
percentages  .  .  .";   that  they  "exchange  confidential 

i  For  caanpte,  B«port,  Fart  n.  pp.  106, 100. 146-163. 

«  Ibid.,  Fart  U,  p.  110. 

•  See,  e.  «.,  Swift  A  Compeny's  AnMlyma;  by  far  the  »bleet  defeoee  pcvMoted  by  the 
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infonnatioii  which  is  not  available  to  their  conqietitaB 
and  employ  jointly  paid  agents  to  secure  infannatioi 
which  is  used  to  control  and  manipulate  livesfaxi 
markets  .  .  •";  that  they  ''act  coUusively  throo^ 
their  buyers,  in  the  purchase  of  live  stock'';  and  tint 
these  arrangements  ''constitute  a  restraint  of  into- 
state  commerce,"  stifles  competition  among  the  five 
companies,  brings  about  a  substantial  control  of  prieescf 
meat  and  meat  animals,  and  gives  the  "members  of  the 
combination  unfair  and  iUegal  advantages  over  actml 
and  potential  competitors."  ^ 

The  evidence  to  support  this  broad  charge  conntB 
mainly  in  statements  made  by  former  employees  of  die 
packers,  documents  taken  from  the  packers'  files  dur- 
ing the  investigation,  and  the  statistics  of  live  stod[ 
purchases. 

An  example  of  the  first  sort  of  evidence  is  the  state- 
ment of  a  former  head  hog  buyer  for  one  of  the  big 
companies  that  during  the  National  Packing  Company 
period  there  was  an  agreement  to  divide  the  hog  receipts 
at  Omaha,  Armour  to  get  30  per  cent,  Cudahy  30, 
Swift  25,  and  the  National's  Hammond  plant,  later 
taken  over  by  Morris,  15  per  cent.  "He  said  he  was 
required  to  make  the  hog  purchases  for  his  company  in 
line  with  these  agreed  percentages."  The  name  of  the 
informant  is  withheld  for  prudential  reasons.  Such 
testimony  is,  of  course,  imsatisfactory,  and,  unsup- 
ported, would  have  little  weight.  Documentary  evi- 
dence from  the  files  of  the  Cudahy  Packing  Company  is 
introduced  in  support  of  the  theory  of  a  division  of 
purchases.  The  correspondence  goes  back  to  the  close 
of  the  National  Packing  Company  period.  On  June  21, 
1911,  E.  A.  Cudahy  writes  his  Omaha  manager: 

1  Report,  Pftrt  II,  p.  26. 
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sWlien  I  was  coming  to  Chicago  on  Monday  night,  Mr.  R.  C.  Howe 
^W9m  on  the  train,  and  he  called  to  see  me  at  this  office,  and  from 
liliat  be  said  I  don't  see  anything  for  us  to  do  only  to  secure  our  30 
'p«  cent  of  hogs  at  South  Omaha,  unless  we  want  to  take  29  per 
p^ent  and  let  Swift  run  26  per  cent.^ 

In  another  letter  of  June  30,  he  wonders  ''what  they  are 
boonimg  these  hogs  on,  because  the  receipts  are  so 
beavy  that  we  cannot  do  much  better  on  fresh  pork 
cuts,  but  at  the  same  time  I  do  not  see  anything  for  us 
to  do  only  to  buy  our  full  30  per  cent  of  hogs  at  Omaha 
this  week,  and  50  per  cent  at  Sioux  City.  It  might  be 
well  for  us  to  be  kind  of  bearish  to  start  out  next  week/' 
On  October  12,  1911,  he  writes:  ''I  wired  you  today 
that  I  thought  you  ought  to  buy  17  per  cent  of  the  hogs 
at  Kansas  City,  30  per  cent  at  Om^ia,  and  50  per  cent 
or  just  as  many  as  Armour  buys  at  Sioux  City."  On 
May  16,  1912,  he  writes:  ''The  trouble  is  that  there 
ou^t  to  be  about  105  per  cent  to  satisfy  everybody,  but 
aU  we  are  entitled  to  is  30  per  cent  and  I  think  we  ought 
to  maintain  this  percentage,  even  if  it  is  not  satisfactory 
to  others."  At  the  close  of  the  year  he  finds  that  his 
company  has  bought  only  28.69  per  cent,  due  to  a  policy 
of  holding  off  when  the  market  was  advancing.  He  re- 
gards the  showing  as  an  indication  that  ''we  are  slipping 
backward  pretty  fast  and  we  must  keep  our  percent- 
age." 

No  statistics  of  purchases  at  this  market  are  given 
for  the  National  period;  but  the  following  table  from 
the  Swift  files  shows  how  the  percentages  run  from  1913 
to  1917. 

>  Report,  Fnri  11,  p.  68.  It  seems  from  the  remainder  of  the  letter  that  Cudahy  ex- 
paeted  his  eompany's  purchase  of  30  per  cent  would  force  up  the  market.  He  goes  oa  to 
•ay:  '*I  espeet  our  Omaha  and  Sioux  City  market  will  be  out  of  line  for  some  time  if  we 
arc  foing  to  maintain  our  position.  I  don't  see  anjrthinc  else  for  us  to  do."  All  these 
tefeiences  to  "our  share,"  "our  peroentace"  and  like  eipressi<ms  are  explained  by  tha 
packers  as  meaning  simply  the  usual  share  or  percentage,  which  each  packer  naturally 
I  to  maintain.  It  is  pointed  out  that  such  expressions  are  common  in  all  industry. 


Digitized  byVjOOQlC 


066 


QUABTEBLT  JOURS AL  OF  BCONOMIC8 


-SWTBTS 

1 

Tear 

Swift 

% 

Omaha 

(Mocite) 

% 

Cudabjr 

% 

1 

1913 

1914 
1915 
1916 
1917 

519,712 
447,633 
478,152 
617,569 
520,940 

24.21 
23.75 
23.40 
24.80 
24.92 

351,289 
309,441 
349,979 
432,715 
375,916 

16.36 
16.42 
17.13 
17.37 
17.99 

622,885 
664,042 
611,474 
720,601 
593,521 

29.02 
29.93 
29.92 
28.93 
28.40 

6S2,7»  «4t 
568,645  M 
008,910 :2US 
719,779  M 
599,644  M 

It  will  be  seen  that  the  purchases  are  only  an  ap- 
proximation to  those  said  to  have  been  made  the  sub- 
ject of  agreement  during  the  National  period.  Tht 
Commission  explains  this  by  a  supposed  ''leadjuflk- 
ment"  in  favor  of  Morris  when  he  took  over  the  Qmahi 
property  of  the  National  Packing  Company.  One  other 
feature  of  the  table  is  to  be  noted,  a  feature  seen  in 
many  tables  taken  from  the  packers'  files  and  r^;aR]ed 
by  the  Commission  as  significant.  The  figures  do  not 
show  the  total  receipts  but  only  those  bou^t  by  the 
four  large  companies  operating  at  this  point.  Purchases 
for  local  butchers,  independent  packers  and  q)eculft- 
tors  are  not  included  in  the  Swift  table.  The  "30  p« 
cent  "  Cudahy  was  striving  for  was  that  proportion  rf 
the  purchases  of  the  five  large  packers.* 

The  Commission  presents  evidence  to  show  division 
at  other  markets,  as  at  Oklahoma  City,  where  Morris 
and  Sulzberger  (now  Wilson)  have  plants;  at  Fort 
Worth,  where  Swift  and  Armour  operate;  and  at  Den- 
ver, where  the  same  two  companies  have  plants  taken 

>  Report.  Pftrt  II,  p.  71. 

>  For  the  CudAhy  letters  aee  ibid..  Plwt  H.  pp.  99.  80,  38.  87  and  for  the  tsbhi. 
p.  71.  It  should  be  remembered  thst  the  Cudahy  PMkioc  Co.  was  not  iirnwintil  in  thi 
National  Paddnc  Co.  and  by  impKoatkn  was  Dot  in  the  alleged  *^''-*¥'^tr*»  of  thst 
period,  tho  it  had  tardily  Joined  in  the  more  elaborate  plan  for  a  sreat  bolding  eonpsBir 
which  failed  in  the  fall  of  1903.  The  Codahy  interests  do  not  fail  to  point  oot  the  is- 
eoosistency  of  makinc  their  letters  one  of  the  chief  means  of  prorii^  a  conspiracy  from 
which  by  implication  thej  are  tuimsialed.  See  Thomas  Creith's  MemacBadaia,  Hmr* 
inci  on  H.  R.  13.384,  PSrt  IV.  p.  1161. 
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over  from  the  National  at  the  time  of  its  dissolution. 
At  all  these  points,  it  is  charged,  there  is  a  ''50-50'' 
agreement  between  the  companies  concerned.  The 
statistics  of  purchase  show,  as  a  matter  of  fact,  a  very 
Cfven  division  from  year  to  year,  but  there  is  not  much 
evidence  that  the  companies  claimed  any  proprietary 
right  in  these  percentages,  or  that  there  was  any  agree- 
ment concerning  them.  Nevertheless,  they  seem  to 
have  been  taken  for  granted.  There  is  some  direct 
evidence  on  this  point.  Wilson's  head  cattle  buyer 
visited  Oklahoma  City  in  1916,  where  he  found  some 
irregularities  of  sufficient  significance  to  report.  Mor- 
ris' buyer  had  ''raised  us  10  or  15  cents  in  some 
places,"  in  retaliation  for  Wilson  buyers  having  raised 
Morris  "5  or  10  cents";  Morris'  buyer  had  refused  on 
one  occasion  to  follow  orders  from  Chicago  headquarters 
"to  buy  cattle  25  lower,"  and  took  "practically  all  the 
cattle  on  the  market  that  day";  ^  the  speculators  were 
a  disturbing  element;  and  he  thus  sums  up  the  situa- 
tion: "I  think  about  as  good  a  way  to  handle  that  prop- 
osition is  to  give  our  men  instructions  to  buy  about 
50  per  cent  of  the  beef  cattle  received  on  that  market 
r^ardless  of  what  others  do."  More  to  the  point  as 
indicating  a  definite  imderstanding  is  the  following 
from  a  letter  by  Philip  D.  Armour  to  his  imcle,  J.  Ogden 
Armour,  1915,  about  the  Denver  situation: 

Swift's  plant,  from  what  I  hear  and  from  the  little  I  saw  of  it  is  far 
ahead  of  ours,  both  as  to  size  and  condition.  Of  course,  as  you  know, 
eveiything  here  is  done  on  a  50-50  basis,  and  with  the  facilities  we 
have  it  is  almost  impossible  to  keep  up  this  ratio. 

The  tables  show  that  in  1914,  Armour  bought  49.87  per 
cent  of  the  hogs;  in  1915,  the  year  the  letter  was  written, 

1  Rflport,  Fart  n,  p.  73.  The  letter  does  not  explain  how  Wibon  knew  whAt 
tkna  had  been  aent  by  Morris  to  hie  buyer. 
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47.70  per  cent;  in  1916,  48.54;  and  in  1917,  49^ per 
eent.  The  cattle  purchases  for  1916  were  50.73  per 
cent  to  Swift  and  49^  pa*  cent  to  Armour.^ 

Not  cmhr  for  particular  markets,  but  for  all  markets. 
this  i^an  of  apportioning  purchases  is  said  to  prei^iiL 
The  proof  of  an  agreed  division  rests  mainly  on  such 
evidence  as  that  gi\*en  above  for  particular  markets  and 
on  the  obeer\'ed  constancy  of  the  actual  purchaseB 
made.  There  is  a  wide  variation  in  the  percentages 
bought  from  week  to  week;  this  is  admitted  by  the 
Commission,  but  the  cumulative  figures  during  the 
year  and  those  from  year  to  year  are  striking,  as  siioim 
in  the  table  which  follows.  The  figures,  covering  all 
maikets  where  the  agreement  is  said  to  be  in  force,  wm 
found  conveniently  arranged  in  the  files  of  one  of  the 
packers.' 

Cattlk 


Ye«r 

Nombirof 
lieMl 

Swift 

Annoor 

Mocm 

Wikoo 

OmUt 

1913... 

5,0S2,619 

33.90 

27.18 

17.80 

11.74 

9.38 

1914... 

4,841,699 

34.01 

27.16 

17.97 

11.56 

9.30 

1915... 

5,279,407 

34.47 

27.57 

18.14 

10.15 

9.67 

1916  ... 

6,097,183 

34.50 

27.04 

17.86 

10.94 

9.57 

1917.... 

7,629,569 

35.07 

26.96 

17.14 

10.85 

9.98 

1913... 

10,174,937 

39.49 

28.65 

12.95 

9.59 

9.32 

1914.... 

10,085,936 

38.94 

27.80 

12.46 

10.27 

10.53 

1915... 

8,778,591 

38.85 

28.13 

12.60 

10.32 

10.10 

1916.... 

8,969,462 

38.93 

27.83 

12.32 

10.11 

10.81 

1917... 

7,059,268 

39.64 

26.25 

12.33 

10.65 

11.13 

t  Report.  Part  II,  pp.  75,  76,  and  252. 
•  Ibid..  Part  II.  p.  57. 
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1013... 

16,273,917 

36.59 

31.76 

13.18 

7.72 

10.75 

1914. . . . 

14,564,933 

36.61 

31.75 

13.15 

7.97 

10.52 

1915.... 

17,316,443 

36.37 

31.44 

13.15 

8.79 

10.25 

1916... 

20,350,372 

36.04 

31.57 

13.33 

8.44 

10.62 

1917. . . . 

16,343,612 

36.01 

30.82 

13.17 

8.96 

11.04 

The  packers  attack  the  argument  based  on  per- 
centages in  two  ways.  In  the  first  place,  it  is  held  that 
the  use  of  percentages  where  large  numbers  are  in- 
volved is  wholly  misleading  since  a  slight  change  in  per 
cent  makes  so  wide  a  variation  in  number  as  to  destroy 
the  theory  of  agreement.^  The  second  mode  of  attack  is 
to  accept  the  fact  of  a  striking  constancy  in  the  per- 
centages, but  to  show  that  they  are  no  more  striking 
than  those  for  recognized  competitors  like  groups  of 
railroads,  manufacturers  of  paper,  insurance  companies, 
and  merchandisers.*  Businesses  of  all  kinds,  it  is  held, 
reach  such  an  equilibrium  in  the  course  of  their  develop- 
ment and  steadiness  of  percentages  of  output  simply 
become  the  expression  of  plant  capacity,  facility  for 
distribution,  and  established  trade.  So  far,  indeed, 
from  being  an  evidence  of  combination  such  constancy 
is  the  best  proof  of  active  competition.  '^  The  fact  is  that 
each  packer  watches  the  others  so  closely  that  no  one 
of  them  is  able  to  gain  appreciably  on  the  others,  and 
consequently  each  remains  fairly  constant  from  year  to 
year.'' '  Mr.  Armour  gives  much  the  same  kind  of  an 
e3q>lanation  of  the  situation  at  Denver,  referred  to 
above: 

1  Edwvd  Morrb.  Heariiigi  on  H.  R.  13.324,  Pvt  IV.  pp.  1030-lOU. 

*  See,  e.  «.,  Weld's  figuree  praeented  to  the  Houae  Committee  on  Acrioolture,  Heer* 
ian  on  the  Andenon  bill.  Biaroh  11,  1930.  Pftrt  XIV,  p.  1024. 

*  Swift  A  Co.,  Analyiie  and  Critidsm,  p.  29. 
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When  the  National  Paddng  Company  was  dMBohred,  there  m 
two  plants  at  Denver,  and  thqr  had  fcv  some  yean  been  doiqg  aM 
the  flame  amount  of  basneas  onder  the  Nmtioiial  FaekniK  Can- 
pany.  We  took  one  plant  and  Swift  took  the  otiwr  plant  Nife- 
oraUy,  when  we  Uxk  that  plant  it  was  our  desire  then,  the  aunett 
it  would  be  now,  to  maintain  the  position  the  plant  we  took  am 
had,  and  that  happened  in  that  case  to  be  <»e-half  the  [ 


This  theory  of  automatic  stabilization  of  indosby  at 
relatively  fixed  percentages  —  not  of  the  whole  boa- 
ness,  but  of,  say  five  of  the  largest,  most  intimatdy 
related  companies  in  it  —  would  be  easier  of  acoqytanee 
if  certain  scraps  of  information  had  not  been  broni^ 
to  light  by  the  investigation.  The  question  of  ''pe^ 
centages  "  was  not  new  to  the  packers  when  it  was  nttde 
public  by  the  Commission.  The  packers  all  keep  sodi 
figures.  In  certain  tables  of  comparative  peroentagBB 
from  Swift's  files  there  are  references  to  a  ^'1910  arbi- 
trary" which  the  Commission  interprets  as  the  baas 
for  certain  readjustments  of  agreed  proportions,  when 
the  property  of  the  National  Packing  Company  wis 
distributed  in  1912.  The  company  explains  this  ''arbi- 
trary of  1910"  as  a  convenient  base  for  it  to  compare 
what  it  and  its  competitors  were  doing;  nothing  more. 
It  is  significant,  however,  that  Sulzberger  in  his  ''Black 
Book"  memoranda  should  on  more  than  one  occasi(m 
be  harking  back  to  the  figures  of  that  same  year,  not 
for  making  his  own  watchful  observations  on  what  his 
competitors  were  doing,  but  for  piuposes  of  conference 
with  the  officials  of  other  large  companies.  The  info^ 
mation  is  scrappy,  and  the  notes  may  be  capable  of 
more  than  one  interpretation,  but  they  tend  strongly 
to  confirm  the  theory  of  some  sort  of  understanding.* 

1  Hearin«i  on  Senate  BiU  5805,  p.  664;  tee  also,  Heuincs  on  H.  R.  13,324, Ftft  IT, 
p.  764. 

>  Report,  Part  II,  Exhibit  I,  the  "Blaek  Book/'  eBpeoially  the  taUee,  p.  214,  and  tbi 
entriee  for  April  21,  May  7,  June  4,  and  June  18,  1914.  One  question  raised  at  tbM 
eonferencee  waa  that  of  includins  ezpotta  in  the  peroentacee;  another  related  to  tki 
inehnion  of  the  purchaaee  of  certain  affiliated  eompaniee. 
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There  is  some  other  evidence  that  stabilization  at  the 
cunent  percentages,  such  as  they  are,  has  not  been 
wholly  fortuitous.  Mr.  Armour  tells  us  how  an  equilib- 
liimi  was  reached  at  Fort  Worth.  He  bought  the 
yards  there,  whereupon  Swift  gave  signs  of  locating  at 
Dallas,  30  miles  away.  To  prevent  this  he  offered  to  sell 
Swift  a  half  interest  in  the  Forth  Worth  yards. 

Q.  Now,  when  you  had  this  talk  with  Swift,  and  suggested  to  him 
to  oome  over  to  Forth  Worth,  did  you  not  reach  an  understanding 
that  if  he  was  to  oome  over  there,  it  was  going  to  be  on  a  50-50 
basis  .  .  .? 
Mr.  Armour.  I  think  that  is  the  only  way  he  would  come.^ 

This,  it  will  be  noticed,  goes  back  of  an  assumed  '^  nat- 
ural plant  capacity''  to  show  how  it  was  determined. 
The  testimony  of  Mr.  Edward  Morris  *  goes  to  show 
that  his  plant  capacity  and  Sulzberger's  (now  Wilson 
and  Company)  at  Oklidioma  City  was  determined  in  the 
same  way;  and,  that  once  determined,  it  must  be  re- 
spected. He  decries  the  amount  of  space  ''devoted  in 
this  Report  to  the  so-called  50-50  markets."  It  was  to 
the  interest  of  the  live  stock  industry  in  the  Southwest 
to  build  plants  there  and  develop  this  market. 

Could  it  be  built  up  by  ''ruinous  competition  "  ?  In  other  words,  if 
one  should  attempt  to  buy  more  than  the  natural  capacity  of  his 
idant,  or  his  share,  if  you  please,  the  necessaiy  result  would  be  re- 
taliation, and  the  necessary  result  of  that  would  be  that  one  or  the 
other  would  ultimately  be  driven  out  of  the  market  and  then  you 
would  have  no  market  at  all.  And  yet  this  Commission  lays  hold  ot 
the  situation  at  three  or  four  yards,  similarly  situated,  and  on  the 
unjust  theory  evolved,  would  create  prejudice  and  feeling  against 
the  packers,  while  they  are  really  operating  in  the  interest  of  the 
cattleman  and  the  hog  man.  .  .  .  This  theory  of  the  50-50  markets 
reads  very  nicely,  but  when  you  get  down  to  cold  facts  you  will  find 
that  it  is  in  the  interest  of  the  producer  that  these  little  markets  near 
the  sources  of  production  be  maintained  and  they  cannot  be  main- 
tained by  "ruinous  competition." 

1  Hearingi  on  the  fixst  Kendriok  bill.  Senate  bOl  5305,  Part  I,  p.  655. 
*  Hearings  on  H.  R.  18,824,  Part  IV,  p.  lOSM. 
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Swift  and  Company  take  the  same  inactical  view  of 
the  matter.  Speaking,  not  merely  (rf  the  small  maiketB, 
but  generally,  the  oon^Mmy  says:  ^ 

It  is  true  that  the  oompetitioD  m  purdiasiiig  does  not  take  the  fom 
of  "cut-throat"  ccnnpetition,  except  perhaps  at  oertain  tmm.  Aif 
pack^  mi^t  be  able  to  increaae  his  pvopoitioQ  inoidinateKj  bf 
bidding  up  thgoiDg  out  and  e  market;  or,  in  other  woida,  bj  l»|ii| 
more  than  the  animals  are  worth  for  dressed  meat.  Anypadoervho 
tried  this  woaU  of  course  lose  mon^,  and  the  dianees  are  that  efs 
if  this  were  tried,  the  other  packers  would  follow  aidt  in  onlBr  to 
maintain  their  position  in  the  marki^  ...  If  thme  is  anytliim 
wrong  with  the  lack  of  cut-throat  or  destructive  competitiQii  tW 
would  result  from  a  reddeas  attempt  to  increase  purchase  peroaaft- 
age  by  bidding  up  the  market  inordinately,  the  packera  are  goStjr. 

One  cannot  find  fault  with  the  soundness  and  pno- 
tical  wisdom  of  this  reasoning.  But  it  raises  a  questioD 
as  to  what  kind  of  competition  b  left  after  destructive 
competition  is  eliminated. 

CoUusive  Practices  in  Buying 

Faith  in  an  open  competitive  maricet  is  further  tried 
by  certain  market  practices  more  or  less  questionable. 
TTie  old  plan  whereby  competition  was  restricted  by 
one  packer's  buying  a  string  of  cattle  and  apportioning 
them  to  others  at  the  same  price  seems  long  ago  to  have 
been  abandoned.  But  a  policy  of  making  ''part  pur- 
chases" has  grown  up  that  has  roused  suspicion  and 
dissatisfaction.  It  seems  proper  enough  for  each  packer 
to  buy  only  such  a  number  of  each  kind  of  cattle  as  he 
wants  for  the  day;  but  he  gets  the  kinds  he  wants  by 
breaking  up  many  lots  and  this  is  done  as  a  buying 
policy,  directed  from  the  head  oflSce.  The  effect  in- 
tended has  been  to  depress  prices.  When  the  president 
of  one  company  which  followed  this  policy  rigorously 
foimd  many  complaints  arising  from  it,  he  ordered  a 

1  Swifi4  GOm  Aaaljnte.  pp.  S7.  28. 
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modification  of  the  rule,  and  got  back  the  report  from 
his  manager  at  that  point  that  the  modified  rule  had 
^' given  a  snap  to  the  market."  It  may  be  difficult 
to  prove  that  any  agreement  exists  to  split  the  pur- 
chmies;  but  when  the  big  companies,  capable  of  hand- 
ling very  large  lots  of  given  grades,  follow  the  same 
policy,  it  tends  to  confirm  the  popular  belief  in  collusion. 

Thesame  maybe  said  of  the  method  of  reporting  ''split 
shipments  "  —  those  made  by  a  feeder  to  two  or  more 
markets  for  the  sake  of  any  advantage  he  may  derive. 
The  reporting  and  statistical  service  of  the  big  packers 
has  great  skill  in  detecting  such  ''splits."  They  are 
promptly  reported  to  all  the  markets  concerned  for  the 
guidance  of  buyers.  Their  aim  is  to  pay  the  same  price 
for  the  same  grade  of  cattle,  "keep  the  market  in  line," 
make  it  a  matter  of  indifference  whether  the  feeder 
ships  to  one  market  or  another.  "  Splits  "  do  not  always 
sell  for  the  same,  but  uniformity  in  price  is  certainly 
striking.^  It  is  contended  by  the  packer  that  a  useful 
service  is  performed  in  "keeping  the  markets  in  line," 
since  it  prevents  gluts  in  one  place  and  shortages  in 
another.  That  the  even  distribution  of  stock  to  the 
various  markets  is  desirable  goes  without  saying  —  if 
it  can  be  made  on  the  basis  of  proper  prices.  But  it  is 
evident  we  have  here  a  device  for  destroying  that  com- 
petition of  markets  generally  regarded  as  essential  to 
healthy  trade. 

Of  more  significance  is  the  practice  of  "wiring  on." 
This  is  an  old  device.  It  was  complained  of  by  shippers 
as  early  as  1891,'  tho  it  has  always  been  denied  by  the 
packers.  In  case  a  shipper  is  not  satisfied  with  what  he  is 
offered  in  one  market,  he  sometimes  forwards  his  stock 
to  another.   He  is  almost  certain  to  fiind  wherever  he 

»  Rflport,  Ptot  n,  p.  87. 

«  8«oato  B«porto,  No.  829,  61<t  Coag..  PrivBto  Sen..  |>p.  915. 1801. 
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goes  and  however  he  may  have  tried  to  cover  his  IIlo?^ 
ments,  that  mf  oimation  as  to  what  he  has  been  offend 
has  preceded  hun.  On  this  subject  the  CommifiEiai 
says:  * 


A  study  was  made  of  how  the  padms  secure  mazlDet  and  i 
infonnation  ai  Kansas  City.  Thaeitwasbioai^toiitthatthBBv 
Five  jointly  onploy  two  men  to  gathisr  maiket  infocmation.  Hk 
arrangement  has  been  operating  at  Ejuisas  City  for  maiqr  jrem. 
Not  only  were  these  agents  of  tl^  five  campanies  required  to  vqxit 
^estimated"  receipts  and  all  Uve-stock  purdiases,  but  tfa^  were 
required  to  secure  from  the  stockyards  ocunpany's  reooidseaiijr  oMh 
morning  between  5  and  6  o'clock  a  list  (rf  aU  shipments  made  on  tlie 
day  before  to  other  markets.  This  information  was  used  by  the  Ug 
packers,  according  to  two  buyers  at  Kansas  City,  as  a  basis  for 
''wiring  on/'  that  is,  following  shipments  to  a  second  market 

At  the  time  the  investigation  of  this  matter  was  made  in  Kanstf 
City  these  two  employes  of  the  combinaticm  were  being  paid  bj 
Wilson  ft  Co.,  Inc.  T^^lson  ft  Co.,  Inc.  in  turn  pro-rated  tlds  semi- 
monthly salaiy  expense  among  the  other  pacfcers  on  the  basis  of 
their  live-stock  percentages. 

Of  this  method  Swift  and  Company  say: 

The  practice  of  wiring  on  is  in  itself  perfectly  legitimate.  Sup- 
pose a  Ixiyer  for  Marshall  Fldd  ft  Company,  located  in  New  Tak, 
were  offered  a  ImII  of  goods  at  a  price  wMch  ha  was  unwilling  to  pay. 
The  seller  of  these  goods  decides  to  go  to  Chicago  and  approach  a 
Marshall  Field  buyer  there.  The  New  York  buyer  naturally  wires 
the  Chicago  buyer,  stating  the  price  he  has  offered.' 

It  looks  like  a  simple  and  harmless  bit  of  efficiency. 
But  the  two  cases  are  not  parallel.  Suppose  the  seller  in 
this  case  had  tried  to  conceal  his  movements  in  order 
that  he  might  meet  buyers  in  a  new  market  without 
prejudice,  and  that  information  about  them  had  been 
obtained  by  questionable  means  from  an  imfaithful 
servant  of  the  carrier;  suppose  when  he  got  to  Chicago 
he  found  the  information  he  had  tried  to  keep  away 
from  the  buyers  was  not  only  in  the  hands  of  Marshall 

>  Report,  Part  II,  p.  46.   See  also  Hainea'  report,  Hearmgi  on  Senate  biD  5905, 
65th  Cking..  3d  8eM.,  Part  II.  pp.  2106-2108. 
*  Swift  k  Ca,  Analysis  and  CritiGisin,  p.  5S. 
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field,  but  in  the  hands  of  four  other  buyers  intimately 
associated  with  him  in  numerous  enterprises,  all  in- 
terested in  ''keeping  the  market  in  line,"  if  nothing 
more;  that  these  five  buyers  represented  80  per  cent 
of  the  buying  power  of  the  market;  and  that  the  seller 
was  well  aware  that  to  whatever  market  he  turned  he 
would  fiind  the  same  five  buyers  there  representing  on 
the  average  80  per  cent  of  the  buying  power  —  then  you 
have  a  parallel  and  then  you  have  the  situation  the 
live  stock  men  have  to  face.  It  is  not  to  be  wondered  at 
that  every  appearance  of  collusion  should  be  taken  as  a 
proof  of  combination  against  them. 

Is  the  charge  of  combination  sustained  by  the 
evidence?  Everything  depends  upon  one's  point  of 
view  and  the  definition  of  terms  —  what  constitutes  a 
healthy  state  of  competition,  combination,  proof.  The 
packers  seem  to  think  the  charges  imply  a  formal  agree- 
ment looking  to  the  establishment  of  an  absolute  and 
complete  monopoly  as  among  the  five  large  companies. 
No  formal  agreement  has  been  disclosed;  and  it  is 
clear  that  there  is  no  absolute  and  complete  monopoly 
—  the  existence  of  more  than  200  "independent"  pack- 
ing companies  contributing  to  the  meat  supply  ^ows 
it.  The  evidence  printed  shows,  too,  that  among  the 
five  companies  there  is  active  competition,  that  the 
identification  of  interests  is  far  from  complete,  and  the 
packers  are  doubtless  right  in  saying  that  if  all  the 
documents  in  the  Commission's  possession  were  printed 
they  would  give  more  conclusive  proof  of  competition. 
This  would  not  invalidate  the  charges  of  the  Commis- 
sion. In  the  days  of  the  hardest  and  fastest  railroad 
I)ools  there  was  always  some  sort  of  competition  and 
there  is  always  likely  to  be  till  there  is  complete  con- 
solidation; and  even  then  a  competition  persists. 
There  is  competition  between  the  constituent  com- 
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panies  of  the  same  concern;  there  is  ocnnpetitiQn  di 
kind  between  the  departments  of  the  same  cooqMuir. 
Mr.  Veeder,  as  we  have  seen,  thinks  that  perfecttf 
satisfactory  competitive  conditions  existed  as  betvea 
the  National  Packing  Company  and  the  three  cmsxpum 
whose  presidents  held  the  stock  of  that  ooncem.  He 
can  show  such  competition  now.  But  there  is  a  natrnil 
distrust  of  it.  Even  tho  point  after  point  of  the  am 
against  the  packers  may  be  reasonably  explained  away, 
one's  mind  stalls  at  accepting  so  many  explanations  and 
finally  settles  down  to  the  belief  that  the  theoiy  of  a 
combination  is  more  credible  than  the  explanatkns. 
The  Supreme  Court  had  somewhat  the  same  situalxm 
to  deal  with  in  the  injunctions  suit,  1903-04,  already 
mentioned.  Mr.  Justice  Holmes,  speaking  from  i 
slightly  different  point  of  view,  describes  fairly  weU  the 
situation  as  it  appears  at  present: 

The  scheme  as  a  whde  seams  to  us  to  be  within  reach  of  the  kv. 
The  oonstituent  elements,  as  we  have  stated  than,  aie  enoag)i  to 
give  to  the  scheme  a  body  and,  for  all  that  we  can  say,  to  acoomiM 
it.  Moreover,  whatever  we  may  think  of  them  separately  when  le 
take  them  up  as  distinct  charges,  they  are  alleged  suffidenth-  ai 
elements  of  the  scheme.  It  is  suggested  that  the  several  acts  diaiged 
are  lawful  and  that  intent  can  make  no  difference.  But  they  are 
bound  together  as  parte  of  a  sin^^e  plan.  The  plan  may  m^^»  the 
parts  unlawful.  .  .  .  The  statute  gives  this  proceeding  agiitft 
combinations  in  restraint  of  commerce  among  the  states  and  at- 
tempts to  monopolize  the  same.  Intent  is  almost  essential  to  saA 
a  combination  and  is  essential  to  such  an  attempt.  Wbei«  acts  aie 
not  sufficient  in  themselves  to  produce  a  result  which  the  law  seeks 
to  prevent  —  for  instance,  the  monopoly  —  but  require  further  arts 
in  addition  to  the  mere  forces  of  nature  to  bring  that  result  to  psflB, 
an  intent  to  bring  it  to  pass  is  necessar}*  in  order  to  produce  a  dan- 
gerous probability  that  it  will  happen.  .  .  .  But  when  that  intent 
and  the  consequent  dangerous  probability  exist,  this  statute,  like 
many  others  and  like  the  common  law  in  some  cases,  directs  itself 
against  that  dangerous  probability  as  well  as  against  the  ccxnpJeted 
result.  What  we  have  said  disposes  incidentally  of  the  objection  to 
the  bill  as  multifarious.  The  unity  of  the  plan  embraces  all  the  parts.' 

>  IM  U.  a  390. 
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Taking  into  account  the  history  of  the  development 
and  expansion  of  the  great  companies,  their  present 
great  size,  their  proximity,  the  close  family  relations 
which  exist,  the  more  than  hmidred  enterprises  in  which 
they  are  jointly  interested,  the  percentages,  the  scraps 
of  infonnation  disclosed  by  the  correspondence,  the 
evidence  of  the  ''Black  Book,"  the  market  policies  just 
described,  the  ease  with  which  concert  of  action  can  be 
secured  at  a  nod  through  what  is  perhaps  the  most 
powerful  buying  and  selling  organization  in  the  world  — 
considering  all  these  factors  together,  one  cannot  but 
conclude  there  is  in  the  situation  a  ''dangerous  prob- 
ability" of  monopoly. 

VL  The  Palbier-Packer  Agreement 

The  view  that  there  is  danger  of  monopoly  seems  to 
be  taken  by  the  Department  of  Justice.  After  four  or 
five  months  of  study  of  the  evidence  collected  by  the 
Conmiission  during  the  spring  and  summer  of  1919,  the 
Department  concluded  that  there  had  been  established 
such  a  degree  of  probability  of  monopoly  as  to  warrant 
prosecution  under  the  anti-trust  law.  During  September 
and  October  an  investigation  was  made  before  the 
Federal  Grand  Jury  at  Chicago,  and  a  similar  investi- 
gation was  being  arranged  for  in  New  York  late  in 
October,  when  the  Attorney  General  received  intimar 
tions  from  the  packers  that  they  desired  to  confer  with 
him,  that  they  felt  they  had  never  been  accorded  a 
proper  hearing  before  the  Federal  Trade  Commission 
and  that  before  action  was  taken  by  the  Department 
th^  would  like  to  present  their  side.  This  led  to  a 
series  of  discussions  which  ended  late  in  December  in 
an  agreement  on  the  part  of  the  packers  to  the  terms 
of  a  decree  to  be  filed  in  the  Federal  Court  for  control- 
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ling  their  activities.  This  was  before  suit  had  bn 
commenced  and  before  it  had  been  decided  whether  ti 
proceed  under  the  civil  or  the  criminal  sections  of  tk 
law.  Following  is  a  summary  of  the  terms  as  prepmi 
by  the  Attorney  General. 

Under  this  decree  the  defendants,  and  each  of  them,  either  ii 
corporations  or  as  individuals,  are  compelled  in  brief: 

1.  To  sell,  under  supervision  of  the  United  States  distziet  ( 
preferably  to  live-stock  producers  and  the  puUic,  ail  their  1 
in  public  stockyards. 

2.  To  sell,  under  the  same  supervisbn,  and  in  like  manner,  al 
their  interest  in  stockjrard  railroads  and  terminals. 

3.  To  sell,  u#ider  the  same  supervision  and  in  like  manner,  il 
their  interests  in  market  newspapers. 

4.  To  dispose  of  all  their  interests  in  public  ooldstorage  wire- 
houses  except  as  necessary  for  their  own  meat  products. 

5.  To  forever  disassociate  themselves  with  the  retail  meit 
business. 

6.  To  forever  disassociate  themselves  with  ail  "unrelated  lineB,** 
including  wholesale  groceries;  fresh,  canned,  or  aedt  fish  (and  a  lai|e 
number  of  other  commodities  enumerated). 

7.  To  forever  abandon  the  use  of  their  branch  houses,  mule 
cars,  and  auto-trucks,  comprising  their  distTibution  qrstem,  for  sbj 
other  than  their  own  meat  and  dairy  products. 

8.  To  perpetually  submit  to  the  jurisdiction  of  the  United  Statai 
District  Court  under  an  injunction  forl»dding  ail  the  HpfmiHaiiti 
from  directly  or  indirectly  maintaining  any  combination  or  oon- 
spiracy  with  each  other,  or  any  other  person  or  persons,  or  monopolif- 
ing  or  attempting  to  monopoliie,  any  food  product  in  the  United 
States,  or  indulging  in  any  unfair  and  unlawful  practices. 

The  decree  further  provides  that  jurisdiction  is  perpetually  r»- 
tained  by  the  court  for  the  purpose  of  taking  such  other  actions,  or 
adding  at  the  foot  of  the  decree  such  other  relief,  if  any,  as  may 
become  necessary  or  appropriate  for  the  carrying  out  and  enforoe- 
ment  of  the  decree,  or  for  the  purpose  of  entertaining  at  any  time 
hereafter  any  application  which  the  parties  may  make  with  reelect 
to  this  decree. 

The  question  of  dealing  in  butter,  cheese,  eggs,  and 
poultry  was  considered,  but  as  will  be  seen  was  left  out 
of  the  settlement  altogether.  The  packers  were  left 
undisturbed  in  their  cottonseed  oil  and  <4eo  operations, 
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^'lOd  also  in  the  possession  of  their  refrigerator  cars. 
^^.  Pahner  explained  to  the  House  Committee  on 
^\griculture  that  by  disassociating  the  packers  from  the 
^landling  of  groceries  and  other  ''unrelated"  products, 
and  by  debarring  them  from  using  their  cars  for  the 
.transportation  of  such  commodities  owned  by  others, 
he  had  taken  ''the  poison  out  of  the  refrigerator  car 
ecmiplaint."  It  should  be  noted  that  while  the  com- 
panies cannot  handle  the  "unrelated"  commodities, 
nor  own  the  stock  of  companies  handling  them,  the 
packers  as  individuals  may;  but  individually  or 
jointly  they  may  not  own  more  than  50  per  cent  of  the 
stock  of  such  a  corporation  or  more  than  a  half  interest 
in  a  firm  handling  these  goods. 

This  settlement  does  not  decide  the  question  as  to 
whether  there  is  or  was  a  combination  in  restraint  of 
trade.  The  language  of  the  Attorney  General  leaves  no 
doubt,  however,  as  to  his  belief  in  a  combination  and  in 
the  danger  of  the  development  of  a  vast  food  monopoly; 
that,  in  his  view,  is  where  the  development  of  the  last 
few  years  was  leading.  He  seems  to  recognize  the  fact 
that  he  was  smashing  a  highly  efficient  machine  but 
that  it  was  necessary  to  choose  between  efficiency, 
monopoly,  and  semi-benevolent  autocracy  on  the  one 
hand  and  relative  inefficiency,  free  competition,  and 
the  open  door  to  industry  on  the  other.^ 

1  iiie  memonuidum  ocmtaiiimg  the  terms  screed  oa  is  prmted*iii  the  Hearinci  on 
the  Kendriflk-Kepyon  biDs,  Part  IV,  pp.  18  ff .,  Jenuary  7, 1920.  Bfr.  Palmer't  explen*- 
tion  of  the  terma  f oDowa.  See  also  his  statement  before  the  House  Committee  on  Acri- 
oultare  in  the  HeAnngs  on  the  Anderson  bill.  Part  XXXI,  April  3,  1020. 


Digitized  byVjOOQlC 


•80  QUABTBBLY  JOUBNAL  OF  BCONOMICB 

Proposed  Legislaiian 

Meanwhile  Congress  has  given  oonsicleisble  tine^ 
through  its  committees,  to  a  study  of  the  problems  pn- 
sented  by  the  Report.  The  Sims  bill  was  introdoeedk 
the  House  in  November,  1918.^  It  authorised  the  ?t» 
dent  to  acquire  and  operate  through  such  agaiiaau 
the  President  might  direct  all  the  laiiger  stockyudsof 
the  country,  together  with  exchange  buildings,  temunl 
railroads,  rendering  and  serum  plants,  maitet  neis- 
service,  market  facilities  and  other  yard  adjuncts^  to 
acquire  contiguous  territory  for  lease  to  packing  idanti 
and  to  acquire  and  operate  special  equipment  can 
including  refrigerator  and  stock  cars.  The  bill  reflects 
the  war  psychology  of  the  period,  when  no  proposal  for 
an  extension  of  government  activities  seemed  too  a- 
travagant.  The  bill  probably  had  little  chance  of  pao- 
ing  even  as  a  war  measure,  and  with  the  signing  of  the 
armistice  its  defeat  was  certain.  It  died  in  the  earn- 
mittee  with  the  old  Congress. 

Simultaneously  with  the  Sims  bill,  the  first  Kendiick 
bill  was  being  considered  in  the  Senate.'  It,  too,  died  in 
the  committee;  but  it  became  the  pattern  for  a  new  bill 
by  Mr.  Kendrick  in  the  66th  Congress  and  another  of  the 
same  general  tenor  by  Senator  Kenyon.*  The  Kenyon  hill 
maybe  selected  for  description.  The  purpose  of  the  meas- 
ure seems  to  be  to  treat  the  packing  industry  and  busi- 

1  H.  R.  13.324,  65th  Cong.,  3d  Seat.  HearingB  before  the  oommtttce  on  Intflntate 
and  Foreicn  Commeroe  were  begun  December  19. 1918  and  eontinued  till  the  middk  d 
February  1.  1919;  published  in  five  parts. 

s  Senate  bill  5305, 65th  Cong.,  8d  Sen.  Hearings  were  bdd  before  the  Committee  oa 
Agriculture  and  Forestry  during  January  and  Frivuaxy.  1919;  publiahed  in  two  parts. 

*  Senate  bill  2199  and  Senate  bill  2202,  respectively.  Hearing*  were  held  on  tbetvo 
measures  before  the  Committee  on  Agriculture  and  Forestry  during  August  and  Sep> 
tember,  1919,  and  were  published  in  two  parts.  A  few  supplementniy  beaiii«s  vert 
also  held  in  January.  1920. 
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nesses  connected  with  it  as  public  utilities.  The  Sims  bill, 
*  after  placing  all  marketing  facilities  in  the  hands  of  the 
^  government  left  the  packers  to  carry  on  their  business 
J,  in  their  own  way.  This  bill  requires  all  interstate 
^  daughterers,  commission  firms,  operators  of  stockyards, 
large  handlers  of  poultry  and  dairy  products  and  all 
stockyards  news  services,  to  be  lic^ised.  The  packers 
are  particularly  prohibited  from  engaging  in  any  unfair, 
or  unjustly  discriminatory  practice;  from  apportioning 
purchases  of  live  stock  or  live  stock  products  among 
other  packers,  or  of  ''unreasonably"  afifecting  the  price 
of  live  stock ;  from  engaging  in  manufacturing  or  dealing 
in  side  lines  where  the  effect  may  be  ''to  substantially 
lessen  competition  .  .  .  or  tend  to  create  a  monopoly"; 
from  conspiring  to  apportion  territoiy  purchases  or 
sales,  or  to  prevent  others  from  engaging  in  a  com- 
petitive business.  The  power  to  grant,  and  to  suspend 
or  revoke,  licenses  is  vested  in  the  Secretary  of  Agri- 
eulture.  An  appeal  from  the  revoking  order  of  the 
secretary  lies  to  the  Circuit  Court  of  Appeals.  In  case 
the  secretary  is  sustained,  or  when  no  appeal  is  taken, 
the  court  is  required  to  appoint  a  receiver  to  take  over 
and  operate  the  property.  The  active  administrative 
officer  is  a  Conmiissioner  of  Foodstuffs  appointed  by 
the  President  but  acting  under  the  supervision  of  the 
Secretary  of  Agriculture.  The  secretary  is  clothed  with 
large  powers  of  investigation  and  regulation;  and  is 
authorized  to  establish  a  system  of  records  and  accounts 
from  which  the  licensee  may  not  depart. 

As  already  pointed  out  the  bill  requires  the  packers 
to  sell  their  interest  in  stockyards  within  two  years.  It 
provides  also  important  changes  in  the  refrigerator  car 
service.  The  carriers  are  required  to  furnish  an  ade- 
quate supply  of  such  cars  "upon  reasonable  request 
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therefor  without  unjust  discrimination '' ;  and  they  are 
forbidden  to  move  the  packers'  cars  "except  upon  fte 
conditions  that  they  may  be  furnished  by  the  carrier  to 
any  person  making  reasonable  request  for  such  cars,  i& 
accordance  with  the  provision  of  this  secticm,  under 
such  arrangements  as  to  just  compensation  and  other- 
wise as  may  be  made  between  the  carrier  and  such  per- 
son owning  or  controlling  such  cars,  with  the  approval 
of  the  Interstate  Commerce  Commission/'  This  is  one 
of  the  most  fiercely  contested  provisions  of  this  pro- 
posed legisbttion.  The  situation  is  not  an  easy  one  to 
meet.  It  is  not  intended  here  to  enter  upon  a  discussan 
of  the  private  car  feature  oi  the  investigation,  but  this 
much  may  be  said,  that  there  has  been  a  great  deal  of 
complaint,  not  as  in  the  old  days  because  of  low  freight 
rates  concealed  in  high  mileage  payments  ({or  the 
financial  retmn  is  in  recent  years  very  low)  but  because 
of  the  superior  service  the  packers'  cars  give.  TUs 
complaint  has  been  made  by  the  small  packers  who  own 
or  lease  only  a  few  cars  and  who  caimot  afford  such  an 
organization  as  the  big  packers,  with  their  hundreds  of 
cars,  have  at  strategic  points  to  keep  them  moving  and 
to  prevent  them  from  being  diverted  from  the  exclusive 
use  of  the  packer.  More  complaint,  however,  has  been 
made  by  the  shippers  of  non-meat  products  requiring 
refrigeration,  because  of  the  superior  service  enjoyed  by 
the  packers  with  respect  to  these  products.  The  aim  of 
the  provision  apparently  is,  while  permitting  the  packers 
to  retain  o^Miership,  to  compel  them  to  ix)ol  their  cars 
^-ith  such  as  the  carriers  may  be  forced  to  acquire.  The 
packers  have  professed  their  willingness  to  sell  their 
rolling  stock  if  they  could  be  assured  of  an  adequate 
supply  of  railroad  cars;  but,  of  course,  they  can  have  no 
assurance  of  this.  The  measure  would  tend  to  eliminate 
the  inequalities  in  service  complained  of,  but  this  would 
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probably  be  done  at  the  expense  of  the  efficiency  of  the 
faig  packers'  service  without  much  improvement  for  the 
service  of  others;  and  it  seems  likely  it  would  result  in  a 
poorer  service  for  the  meat  industry  as  a  whole.  In 
view  of  the  packers'  retirement  from  the  grocery  busi- 
ness and  the  possibility  of  improving  the  shipping 
rules  of  the  carriers  this  section  of  the  bill  appears  of 
very  questionable  value. 

While  the  Senate  Committee  has  reported  a  bill  dif- 
fering in  important  respects  from  the  Kendrick  and  the 
Kenyon  bills,  the  provisions  of  these  measures  have  ap- 
peared in  the  House  as  the  Anderson  bill,^  where  it  is 
still  pending.  The  substitute  bill  reported  in  February 
by  Mr.  Gronna  aims  at  the  same  general  ends  as  the 
Kenyon  bill,  but  differs  in  important  respects.  The 
scope  of  the  bill  is  narrowed  to  include  only  the  packers 
and  the  "operators"  of  stockyards.  These  are  not  re- 
quired to  take  out  a  license,  but  may  do  so  under 
Section  25,  designed  ''primarily  to  stimulate  cooperative 
organizations  to  conduct  local  stockyards  and  packing 
houses"  without  financial  aid  from  the  government,  but 
with  a  vast  deal  of  advice,  cooperation  and  supervision. 
R^istrants  agree  beforehand  to  comply  with  such 
regulations  as  the  commission  created  by  the  act  may 
impose.  The  packers  express  the  fear  that  altho  regis- 
tration ''in  form  may  be  regarded  as  permissive,  it  will 
become,  in  fact,  compulsory  because  it  gives  oppor- 
tunity for  gross  favoritism  to  those  who  register  and  all 
sorts  of  discrimination  against  those  who  do  not."  They 
consider  this  provision,  for  all  practical  pmposes,  as 
objectionable  as  the  license  system.*  "The  bill  seeks  to 
establish  for  this  industry,"  says  the  Senate  conunit- 

«  H.  R.  0402,  60th  Cong..  1st  SeM. 

<  '*  Andyns"  of  the  GronnA  biD  by  the  Instiiate  of  American  Meat  PMfcen.  Heei^ 
iafs  oo  the  Amdenon  bill,  Ftot  XYI,  p.  1262. 
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tee,  ''a  degree  ol  public  supervision  comparable  to  thu 
which  has  long  been  exercised  over  railroads  by  tke 
Interstate  Commerce  Commission"  and  it  creates  i 
Federal  live  Stock  Conmiission  to  enforce  its  proviskxa, 
and  the  rules,  regulations,  and  orders  which  the  Com- 
mission may  . . .  prescribe  in  conformity  with  this  act" 
''No  commissioner  shall  engage  in  any  other  busiDeflB^ 
vocation,  or  employment,  or  be  directly  or  indiiectlj 
interested  in  the  business  of  any  packer  or  operator." 
The  Commission  is  given  powers  of  investigaticm  siinilir 
to  those  exercised  by  the  Federal  Trade  CommissioD,  it 
may  require  accounts  to  be  kept  in  prescribed  form,  and 
it  takes  over  all  the  duties  of  the  Bureau  of  Markets 
relating  to  the  production,  distribution,  and  consump- 
tion of  Live  stock  and  live  stock  products.  The  bill  doei 
not  deal  with  the  packer  car  question. 

If  the  packers  hoped  to  ward  off  l^islation  by  their 
arrangement  with  the  Department  of  Justice,  they  are 
likely  to  be  disappointed.  The  cattle  men  who  have  been 
urging  legislation  and  a  minority  of  the  conmiittee  on 
agriculture  in  each  house  are  comanced  that  positive 
law  is  needed  to  supplement  and  make  effective  the 
consent  decree.  Since  the  inquiry'  began,  the  packers 
have  volimtarily  abandoned  certain  objectionable  prac- 
tices not  dealt  with  in  the  decree.  But  it  is  doubtful 
whether  the  advocates  of  regulation  will  be  content 
to  leave  such  matters  to  the  discretion  of  the  packers. 
What  sort  of  legislation  will  finally  commend  itself 
to  Congress  is  still  uncertain.  The  real  contest,  for 
which  the  stage  now  seems  to  be  set  in  both  houses,  is  at 
bottom  to  be  over  the  question,  not  as  to  what  kind  of 
legislation  is  to  be  imposed  on  a '' private  industry,''  but 
\ery  definitely  whether  the  stocl^rards  and  live  stock 
commission  business  at  least  shall  be  placed  in  the  class 
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\t  public  utilities  and  regulated  as  such,  and  somewhat 
BS8  definitely  whether  the  meat-packing  industry  is  to 
>e  placed  in  essentially  the  same  class.^ 

G.  O.  ViRTUK. 
XJmysBsiTT  OF  Nbbbaska. 

A  M«ftnwlii]e  at  iMSt  <me  of  the  sUtes  has  enacted  MiiiA  paokinc  h^^ 
Wm^mwk.  Befbie  the  KaaeaakiMlatureol  IMP  had  been  in  ■MBJnn  a  month  it  had  pawed 
b  bin  if**'***"^  the  packing  houee,  etooksraida.  live  etook  trading  and  rendering  buii- 
MBBas**tobeapiiblicintereet  .  .  .  eubjeot  to  reeecmibto  wipenrieion  by  the  etate"  and 
••qpiiiliiS  thoee  oondueting  eneh  burineane  to  "furnieh  roaeoneble,  adeq:oate,  and  eafe 
.  under  reasonable  rolee  .  .  .  at  reeeooable  rates  and  ohargee."  AUpenoos 
I  in  these  aetinties  are  required  to  apply  for  a  lieense  to  the  Kansas  livestock 
1  oreatod  by  the  act,  eomposed  of  the  state  lire  stock  sanitary  commissioner  and 
kvo  other  members  to  be  appointed  by  the  governor  and  to  serve  without  pay.  The 
hwrasiu  may  grant,  refuse,  and  r^oke  licensee  and  to  it  is  delegated  the  poirer  to  estab- 
iab  mad  enforce  rules,  regulations,  rates  and  charges,  relating  to  the  industry.  Appeals 
\tOBk  its  ordsfs  may  be  taken  to  the  newly  created  court  of  industrial  rdatiops  and  from 
|h»  osden  of  this  body  to  a  court  of  competont  JurisdieUon.  It  is  worth  noting  that  the 
itafifi  sanitary  live  stock  commissioner,  the  only  paid  ofllcer  on  the  bureau,  must,  by 
ps^rtoua  law,  have  been  "extensively  engaged  in  the  breeding  and  handling  of  cattle  for 
a  pariod  of  ten  years  immediately  preceding  his  appointment.*' 
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SUMMARY 

I.  AD  prodocts  iiiaieear»te;  need  of  toferanoe,  687.  —  Tactile  pn- 
Bure,  and  Hs  ddicacy  in  arts  and  eraf ts,  688.  — 11.  Phjaiologioilaaa 
of  differenoeB  between  individuals  in  aocuraey  of  work,  600.  —  Meaar 
and  attention,  691.  —  No  measure  of  aoeura^  or  of  labor,  608.— DL 
Diffefences  in  wages  based  on  differing  aocuraey,  605.  —  IXfiMB  d 
labor  on  that  basis,  606. 


Even  when  describing  the  more  complex  pheDomeoi 
of  labor,  like  wages,  economists  tacitly  assume  that  any 
piece  of  finished  work  has  been  finished  just  as  intended, 
fully  and  exactly.  This  is  not  the  case;  and  moreover  it 
has  not  even  once  been  done  in  the  history  of  mankind 
and  never  will  and  never  can  be  done.  Nothing  in  tbe 
world  seems  simpler  than  to  duplicate  the  length  of  t 
yard  stick.  There  are  not  two  yard  sticks  in  the  world 
that  have  exactly  the  same  length.  The  coinage  of 
twenty-dollar  gold  pieces  is  attended  to  with  great  care, 
and  is  done  with  the  most  delicate  machinery.  Never- 
theless, no  twenty-dollar  gold  piece  has  ever  been  turned 
out  that  contains  exactly  the  amount  of  gold  it  should 
contain  according  to  the  intention  of  the  makers,  or 
has  the  intended  size  or  thickness.  A  rifle  is  not  a  very 
complicated  machine.  To  have  some  parts  of  it  made  in 
one  factory,  other  parts  in  another  and  still  others  in  a 
third,  according  to  clear  and  simple  measurements, 
seems  easy.  Nevertheless  this  very  scheme  was  found 
impossible  of  execution  during  the  war  because  it  was 
foimd  that  the  parts  when  assembled  did  not  fit;  and 
according  to  the  experts,  could  not  be  manufactured  to 


Digitized  byVjOOQlC 


ACCURACY  OF  LABOR  687 

fit.  Nothing  seems  simpler  than  to  punch  holes  in  two 
plates  to  be  riveted  together  so  that  the  holes  should 
coincide.  But  it  is  a  practical  impossibility,  as  has  been 
found  in  boiler  making.  The  coincidence  is  ''forced'' 
and  this  frequently  induces  stresses  in  the  plates  giving 
rise  to  boiler  explosions.  The  screw  is  one  of  our  most 
important  tools.  For  many  practical  and  scientific  pur- 
poses it  would  be  most  desirable  to  have  a  perfect  screw, 
but  none  has  ever  been  made.  Even  coarse  tests  ap- 
plied to  ordinary  screws  show  them  to  be  inaccurate  in 
pitch  and  to  have  wavy  or  '*  drunk  "  threads  and  uneven 
diameters. 

Knowing  the  utter  inability  of  man  to  produce  any 
article  with  absolute  accuracy,  certain  limits,  often 
called  tolerance,  have  been  established  within  which  the 
inaccuracies  must  be  kept.  In  the  case  of  the  fineness  of 
gold  coins  the  customary  tolerance  (or  ''allowance")  is 
two  parts  in  one  thousand.  That  even  with  this  con- 
siderable tolerance  the  task  of  coining  is  not  an  easy  one 
appears  from  the  fact  that  frequently  more  than  10  per 
cent  of  the  coins  do  not  come  within  the  tolerance  and 
have  to  be  rejected  and  remelted.  In  silver  coins  the 
customary  tolerance  for  fineness  is  about  twice  as  great 
as  for  gold.  Therefore  the  proportion  of  coins  that  have 
to  be  remelted  is  smaller,  often  less  than  1  per  cent. 

Similar  tolerances  are  established  for  weights  and 
measures.  In  fact,  in  every  kind  of  labor  there  is  a 
customary  tolerance.  It  is  clear  that  it  is  much  greater 
in  cutting  granite  blocks  for  pavements  than  in  cutting 
diamonds  for  ornaments.  The  labor  of  making  them  is 
practically  of  the  same  kind,  exerting  a  tactile  pressure 
on  a  tool,  and  through  it  on  the  object.  In  many  kinds 
of  labor  this  tactile  pressiu^  is  the  main  labor.  Now  the 
production  of  tone  on  a  violin  is  brought  about  by 
practically  the  same  kind  of  labor  as  is  employed  in  cut- 
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ting  (ptiiiite  or  diamonds,  or  in  carpenter  work,  namdj, 
by  (^xc^rting  presBure  on  a  tool;  in  this  case  the  how. 
Th<^  phenomenon  of  tone  production  on  a  vi<^  is  better 
known  than  the  phenomena  of  pressure  in  the  haodi- 
cmft^  U'cau^  it  can  be  investigated  hy  <xie  of  our 
!^hartHvt  8en:^e9,  the  ear.  Theref ore^  it  may  wdl  serre  to 
illn^^trate  the  difficulties  of  remaining  within  the  tokr- 
aiwv  \4  an>*  task  performed  by  tactile  pRSBme. 

I1ie  U>\v  is  a  le\-er  the  fulcium  of  which  k  focsud  bj 
th^  thumb  and  the  middle  fingor.  The  ^ejL4ULg  is  ei- 
ffsrf<\l  by  the  index  finger.  The  bow  b  a  < 
the  (wtti^ire  is  exerted  at  a  point  akxa  ooei 
f^tWmm  while  the  retsostance  b  met 
KHiches  the  bow.  At  theendof  the6v«r^  waas^isj 
ixkvc'.tx  4t\^  inches  long,  a  resisUMe  '?c  ms^ 
\^  :he  titvisef  piets^sure  will  babnee  i&i» 
ir^  K^  the  laws  of  physk&   Ho^  lOe^  ±b5C  mBeiitf  x 

^^c>k>^?  :o  rcvvhjoe  a  >«g  nc«e  rf  ^-tbl  : 
«^  x^T^fc^r,  a^-^v^s?  ihe  sjiar  3c«wEwicr£  nr 

iSr  :vr>cs:;ir>,v  fe  ftccsazitrr  izirrMsmc  sxa.  n  -rosr  ^ 
TAiL.r  :^v.  :bf  5ykr,>f  r«S5?c:rf  nr  "aif  frmw:  Tit-  rr-eesz*- 1 

o::rrifc«vi     7.-  '.TjrnwfeSf  nr  a*r»WF  sua  iiiarifwL-  ^  a 

nrxvj^f  i  cx-c  T:cif  nf  sr»niuisi?7  ^•^'s:  -*^"*««st'i  r 
-rfc.x^-  ;iT^  vrti*:^  lii*  triiHrsuK  a:  Tn?  ea:  i- ^  «a£  as 
\'  V  •»:i,\7.:5::5  riz:  arrrcriTibaL  3:  t  r.aniyj<s:rjri:  r  :  ^ 
niK-'-i*.*  n-:c%f«rrr  t^  mniHTf  rm&ns?^  n  tar  -rrwisn*-  i 
r>*    :n:jr\  f-Mrfc  SKTan*-  r»pwiiasrmc  i:    ^imiifr  ml 


W  skT.^  difiraJT  laait  re  exertmc  t  censn 
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*%!  the  last  fifty  years  the  requirements  of  labor  have 

'become  ahnost  as  stringent  as  those  of  the  violin  artist. 

^Many  new  tools,  the  gauges,  have  been  constructed  to 

'  enable  the  workman  to  check  the  accuracy  of  his  work. 

In  many  cases  it  is  found  that  hand  labor  is  superior  to 

machine  work.  Contrary  to  what  one  would  expect,  the 

former  is  capable  of  greater  acciuacy  than  the  latter. 

This  is  shown  in  trifling  things,  as  in  the  finery  of  women 

as  well  as  in  massive  objects,  such  as  certain  parts  of  the 

manufacture  of  steel.   Watches  are  made  by  machine, 

but  finished  by  hand;  the  modem  watchmaker  is  an 

engineer,  with  an  engineer's  requirements  for  accuracy. 

Bookbinding  is  largely  done  by  machine,  but  hig^-class 

work  must  be  done  by  highly  skilled  hand  labor. 

Small  as  the  differences  of  accuracy  are,  their  eco- 
nomic influence  is  enormous  because  they  may  totally 
nullify  the  result.  Coins  may  have  to  be  remelted  if 
they  do  not  come  up  to  the  desired  accuracy  and  the 
labor  of  the  first  operation  is  entirely  lost.  In  the  manu- 
facture of  iron  a  difference  in  the  coal,  sulphur,  or  phos- 
phorus contents  as  small  as  one  part  in  ten  thousand 
makes  a  noticeable  difference  in  the  brittleness  of  the 
iron  or  steel.  A  difference  in  the  aluminum  contents  as 
small  as  one  part  in  fifty  thousand  may  make  the  prod- 
uct unsuited  for  the  purpose  in  view,  so  that  the  whole 
has  to  be  remelted.  In  making  telescopic  lenses,  the 
tolerance  is  so  extremely  small  that  it  constantly  en- 
dangers the  result. 

II 

It  is  a  matter  of  experience  that  not  every  violinist  is 
a  Kreisler,  that  not  all  workmen  can  perform  accurate 
work  to  the  same  degree.  The  question  then  arises,  why 
is  there  such  a  difference  in  men  doing  the  same  woiic, 
namely,  pressing  a  tool  against  an  object,  the  string,  the 


Digitized  byVjOOQlC 


090  QUABTBELY  JOURNAL  OF  ECONOMICS 

granite,  or  the  diamond  ?  The  answer  to  this  questioi 
is  found  in  certain  physiological  and  peycholoKieil 
qualities,  which  are  found  to  be  differ^it  in  diflferat 
men. 

Among  the  many  physiological  diiBTerences  in  men  four 
are  of  main  interest  here.  The  first  is  connected  witk 
Fechner's  psychophysical  law,  according  to  wfaidi  the 
stimulus  may  increase  without  increasing  the  sensation. 
An  added  stimulus  increases  the  sensation  only  if  it  is 
greater  than  a  certain  minimum,  and  this  Tniniiymrn  for 
sensations  of  medium  intensity  is  found  to  be  a  Jud 
proportion  of  the  stimulus  already  acting.  For  instance, 
in  tiie  case  of  tactile  pressure,  which  as  shown  above  is 
the  chief  means  of  acciu-acy  in  crafts,  ''we  can  just  tdl 
a  weight  of  twenty  grams  (three  hundred  and  ten  gnins) 
from  one  of  thirty  (four  hundred  and  sixty-five  grains); 
or  of  forty  grams  (six  hundred  and  twenty  grains)  from 
one  of  sixty  (nine  hundred  and  thirty  grains).''  ^  An 
individual  whose  fixed  proportion  is  less  than  the  ave^ 
age  of  one-third  obviously  distinguishes  tactile  plea- 
sures more  acciuBtely  thim  an  individual  whose  fixed 
proportion  is  one-third  or  higher,  and  similarly  with  all 
other  senses  and  sensations. 

A  muscle  does  not  respond  to  every  stimulus,  however 
small.  There  is  a  miniTnum  stimulus,  called  the  stimulus 
of  threshold  values,  below  which  the  muscle  does  not  act 
Furthermore,  a  small  but  appreciable  period  of  time, 
called  the  latent  period,  elapses  in  which  the  muscle  gets 
ready,  as  it  were.  When  it  begins  to  act  it  does  not  in- 
stantly contract  in  accordance  with  the  size  of  stimulus, 
but  contracts  first  slowly  and  to  a  small  extent,  then 
very  rapidly  in  accordance  with  the  stimulus.  These 
three  phenomena:  the  threshold  value,  the  latent  period 
and  the  slow,  small  start  of  the  muscle,  are  of  great  im- 

1  Tlie  HuBAB  Body.    By  E.  Z.  MartiD.  p.  179. 
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portance  to  accuracy.  No  man  can  exert  a  pressure 
exactly  as  he  wills  it.  As  soon  as  the  muscle  b^ins  to 
contract;  when  its  contraction  is  still  very  small  and 
tslow,  a  worker  can  judge  from  his  sensation  and  his 
memory  whether  the  contraction  of  the  muscle  is  pre- 
cisely that  he  had  willed  or  not,  just  as  the  mathema- 
tician can  tell  from  three  points  of  a  circle  the  diameter, 
or  a  zoologist  from  a  smgle  bone,  the  animal.  If  it  is  not, 
he  immediately  corrects  it  by  another  pressiu^.  The 
shorter  the  latent  period  is,  the  quicker  this  correction 
can  be  applied  and  the  smaller  the  inacciLracies.  Vio- 
linists are  familiar  with  the  phenomena  of  these  constant 
corrections.  The  same  holds  good  in  cutting  diamonds 
and  in  every  other  labor  requiring  acciu-acy.  That 
people  differ  in  size  of  the  threshold  value,  in  the  length 
of  the  latent  period,  and  in  the  muscle  action  curve,  is 
clear;  and  this  is  a  potent  cause  for  differences  in  ac- 
curacy. 

The  mental  capacities  influencing  the  acciLracy  of 
labor,  in  which  men  differ  largely,  are  memory  and  at- 
tention. The  memory  of  muscular  sensation,  especially 
of  small  differences  in  them  and  their  codrdination,  is 
very  limited  and  quite  fugitive,  so  that  it  must  be  con- 
stantly refreshed.  This  phenomenon  is  found  in  every 
craft,  even  in  every  game.  The  apparently  simple 
processes  of  knitting  or  wielding  a  golf  stick  require  the 
action  of  many  muscles  and  their  codrdination.  They 
are  difficult  to  remember.  Constant  practice,  constant 
repetition  is  necessary  to  enable  one  to  execute  the 
proper  tactile  pressures,  that  is  to  say,  to  set  in  motion 
the  right  muscles  at  the  right  time  with  the  proper 
tactile  pressure  and  in  the  right  sequence. 

Attention  is  another  mental  capacity  required  for 
accurate  work.  It  has  been  defined  as  the  concentration 
of  one's  consciousness  on  an  object  or  on  several  objects. 
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I  beKeve  a  distinction  should  be  made  between  atteDtn 
that  is  directed  toward  one  or  several  ob j  ects  and  atten- 
tion that  is  directed  toward  the  relaiian  betwe^i  seveni 
objects.  The  degree  of  attention  in  the  first  case  I  pro- 
pose to  call  the  depth  of  attention  and  the  d^ree  d 
attention  in  the  second  case  the  width  of  attention. 
For  accurate  work  both  depth  and  width  are  neoesBvy. 
Depth  of  attention  is  hot  rare  among  men.  It  is  found 
even  in  children.  An  individual  when  in  attention 
seems  to  contract  slightly  all  muscles.  The  threshold 
stimulus,  the  latent  period,  as  well  as  the  period  of  snuD 
muscle  reaction,  seem  to  be  much  smaller  under  at- 
tention than  they  are  ordinarily,  and  thus  the  accoracy 
is  increased. 

Width  of  attention  is  rare.  Extraordinary  width  of 
attention  is  possessed  only  by  a  genius. 

The  difference  in  the  two  kinds  of  attention  shows 
itself  clearly  in  business.  It  is  comparatively  easy  to 
secure  a  manager  for  the  departments  of  buying  raw 
material,  of  manufacturing  it,  and  of  selling  it.  But 
very  rarely  can  a  man  be  f oirnd  who  can  keep  the  three 
departments  properly  balanced  so  as  to  m^LinfAJn  with- 
out interruption  a  steady  stream  from  the  raw  material 
to  the  sales  of  the  finished  product.  In  the  arts,  the 
same  distinction  holds  good.  Kubelik  is  a  wonderful 
performer  on  the  violin,  but  he  is  inferior  to  Kreisler. 
Both  play  each  note,  each  phrase,  each  theme,  with 
consummate  art,  because  both  possess  in  addition  to 
their  unusual  physiological  equipment  unusual  depth  of 
attention.  But  Kreisler  does,  and  Kubelik  does  not, 
possess  the  width  of  attention  which  coordinates  the 
repetition  of  the  themes  and  subordinates  them  to  the 
climax  so  as  to  make  an  entity  of  the  composition.  It 
is  true  in  science.  Ptolemy  described  the  course  of  each 
planet  —  he  had  depth  of  attention.    Kepler  found 
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eeveral  relations  between  them  —  he  had  width  of 
attention. 

There  exists  no  commonly  accepted  measure  for  accu- 
lacy.    In  cases  where  it  can  be  expressed  in  tolerance, 
the  latter  is  a  good  physical  measure.    If  a  specified 
accuracy  is  required  in  certain  work,  then  any  work 
below  that  tolerance  becomes  economically  null  and 
void.  Any  work  above  it  is  sometimes  not  distinguished 
economically  from  the  required  tolerance.  Frequently, 
however,  differences  within  the  tolerance,  called  quality, 
are  recognized  economically.   If  the  accuracy  required 
in  two  pieces  of  work  and  done  by  two  different  men  is 
the  same,  they  can  indeed  be  compared  by  the  number  of 
foot  pounds  and  time  measiu*e.  Under  that  assumption, 
and  only  under  that,  it  can  be  said  that  the  products  of 
labor  '^  represent  definite  masses  of  crystallized  labor 
time.   They  are  nothing  more  than  materialization  of 
so  many  hours  or  so  many  days  of  social  labor,"  ^  —  and 
that  ''all  labor  of  a  higher  or  more  complicated  character 
than  average  labor  is  labor  where  production  has  cost 
more  time  and  labor  than  unskilled  or  simple  labor 
power."  *  If  the  term  ''complicated  character"  means 
higher  acciuacy,  this  fundamental  Marxian  doctrine  is 
not  tenable.  Labor  of  a  certain  accuracy  cannot  be  re- 
duced to  terms  of  labor  having  less  accuracy  but  more 
time  or  more  quantity.  The  two  are  simply  inconunen- 
surate,  because  the  laborer  of  less  accuracy  cannot  per- 
form a  day's  work  of  the  more  accurate  man,  even  if 
he  work  a  lifetime.  A  cutter  of  granite  blocks  can  never 
cut  a  diamond  properly.  To  measure  and  compare  two 
pieces  of  work  of  different  accuracies  by  labor  time  is 
just  as  impossible  as  to  measure  and  compare  the  cubic 
contents  of  two  boxes  by  square  feet. 
The  phenomena  of  accuracy  and  tolerance  are  found 

>  Man,  Capita],  chap,  vii,  sm.  2.  *  Ibid.,  end  of  chap.  viL 
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even  in  inorganic  nature.  Natural  forces  seem  to  be 
imable  to  achieve  the  results  with  that  accuracy  wfaiek 
our  theoretical  consideration  would  lead  us  to  expect 
There  never  has  existed  in  nature  a  sin^e  specimen  of 
chemically  pure  chemical  or  mineral,  nor  has  man  ever 
been  able  to  manufacture  one.  If  the  tolerance  is  within 
certain  limits  we  call  the  specimen  chemically  pure,  but 
we  know  it  is  not  chemically,  exactly  pure.  The  co|^ 
of  Michigan  differs  in  electric  properties  from  copped 
every  other  region,  altho  they  are  ''chemically  pine." 
Diamonds  are  ''chemically  pure  carbon/'  but  some  aie 
blue,  some  white,  some  yellow.  Two  pieces  of  the  purest 
coal  of  two  different  localities  differ  in  their  coke-makmg 
properties.  Granite  of  Vermont  differs  from  that  of 
North  Carolina  in  its  resistance  to  the  elements.  In- 
niunerable  other  examples  could  be  given;  it  suffices  to 
point  out  that  the  phenomena  of  accuracy  exist  even  in 
organic  nature  and  are  "bom"  and  not  acquired. 

The  phenomena  of  accuracy  and  tolerance  are  seen  in 
bewildering  richness  in  the  organic  woiid.  Nature  bis 
not  been  able  to  make  even  two  peas  exactly  alike.  Hoe 
we  can  determine  the  tolerance  very  sharply.  Tlie  line 
is  drawn  by  viability.  An  acciuacy  that  will  pennit 
viability  is  within  the  tolerance;  otherwise  it  is  outside. 
The  accuracy  of  nature  in  fertilizing  pollen  of  plants  or 
eggs  of  animals  is  surprisingly  small.  In  general,  nature 
exhibits  very  poor  workmanship;  she  is  an  imskiBed 
worker.  If,  said  Helmholtz,  a  maker  of  optical  instru- 
ments were  to  tender  him  an  instrument  so  imperfect, 
so  poorly  done,  as  the  human  eye,  he  would  indignantly 
refuse  to  accept  it. 

One  more  example  of  the  enormous  importance  of 
tolerance  may  be  given.  The  organs  of  the  human  body 
fulfill  its  functions  with  a  certain  tolerance.  We  miy 
eat  and  drink  somewhat  more  or  less  of  every  food,  (rf 
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every  potion.  An  individual  with  a  large  tolerance  has 
abundant  health;  one  with  a  small  tolerance  is  an  easy 
prey  to  disease.  The  chief  purpose  of  diet  is  to  restrict 
oneself  to  the  foods  for  which  one's  organs  have  a  com- 
paratively large  tolerance. 

Ill 

Two  products  of  labor  that  require  the  same  quantity 
and  time  of  labor,  or  rather,  the  same  amount  of  *^  crys- 
tallized labor  time/'  will  give  the  workers  the  same 
wage,  if  the  accuracy  required,  that  is  to  say  the  toler- 
ance permitted,  is  the  same  in  both  cases.  If,  however, 
the  tolerance  required  is  smaller  in  the  one  case  than  in 
the  other,  the  wage  of  the  first  worker  will  be  higher  and 
will  be  determined  by  the  law  of  supply  and  demand. 
After  a  commercial  tolerance  has  been  established  there 
exists  competition  among  those  capable  of  working 
within  that  tolerance.  If  there  is  only  one  individual 
possessing  a  required  tolerance,  as  for  instance  in  the 
case  of  Ereisler,  then  the  wage  is  determined  by  the  laws 
governing  monopolies. 

The  following  examples  from  the  tool  mills  at  Cleve- 
land illustrate  the  connection  between  tolerance  and 
wages  (before  the  war).  There  are  three  great  groups  of 
workers:  tool  makers,  machine  men  in  the  tool  room, 
machine  men  in  the  shops.  The  tool  makers  receive 
75  cents  to  85  cents  an  hour;  the  tolerance  permitted  in 
their  work  is  j^^  of  an  inch.  The  machine  men  in  the 
tool  room  receive  40  cents  to  55  cents  an  hour;  the  toler- 
ance in  their  work  ranges  from  -^  to  ^  of  an  inch. 
The  machine  men  in  the  shop  receive  35  cents  to  40 
cents;  the  tolerance  permitted  in  their  work  is  ig^)  of  an 
inch.  The  wages  of  the  subdivisions  in  the  three  groups 
are  also  determined  by  the  tolerance  permitted. 
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Another  instructive  example  is  found  in  the  comim 
practice  of  making  statues.  After  the  figure  is  mapped 
out  roughly  by  holes  in  the  block,  a  practically  unskilled 
man  is  entrusted  with  removing  most  of  the  sup^ftioiii 
stone.  Then  the  block  is  turned  over  to  a  skilled  chisel- 
man,  the  scarpellino.  He  stops  his  work  outside  the 
excess  tolerance.  The  final  labor,  of  reducing  the  statue 
to  or  within  the  tolerance  is  done  by  the  artist  himsdf. 

As  there  are  different  '^ dimensions''  of  labor,  and  as 
they  can  be  combined  in  different  ways,  there  are  dif- 
ferent kinds  of  the  division  of  labor,  as  to :  (a)  quantity, 
(6)  time,  (c)  accuracy,  (d)  both  as  to  quantity  and  to 
time,  (e)  quantity  and  accuracy,  (/)  time  and  accuracy, 
(g)  quantity,  time  and  acciuacy. 

Each  division  of  labor  has  certain  advantages,  and 
also  certain  disadvantages,  inevitably  connected  with 
it.  Only  the  last  kind  will  be  discussed  here. 

The  most  important  division  of  labor  is  that  based  on 
accuracy.  People  are  bom  with  different  capacities  as 
to  iaccuracy,  with  different  capacities  for  instance,  to 
exert  and  to  distinguish  tactile  pressiue.  The  ideal  divi- 
sion has  taken  place  when  every  man  labors  at  work 
needing  his  accuracy  to  the  very  limit  of  his  capacity. 
It  is  plain  that  this  division  can  emerge  only  at  a  very 
high  stage  of  civilization,  because  the  very  highest  ac- 
curacy has  nothing  to  work  on  at  the  lower  stages. 
There  was  no  need  for  gauges  in  Caesar's  time,  and 
among  the  shepherds  of  Palestine  the  finest  grade  of 
steel  would  not  have  been  appreciated  more  than  iron. 

As  shown  above,  accuracy  is  inborn,  not  acquired. 
There  are  no  statistics  that  show  us  how  many  people 
possess  a  certain  degree  of  accuracy.  In  fact  the  pos- 
sessor of  that  gift  is  usually  ignorant  of  it  himself.  It 
must  be  coaxed  into  publicity.  The  higher  price  paid 
for  its  product  is  the  means  by  which  this  is  done.  The 
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surplus  over  and  above  the  price  of  the  product  of  un- 
eldlled  labor  is  so  determined  as  to  establish  a  steady 
supply  or  discovery  of  workmen  possessing  the  required 
accuracy. 

The  skilled  worker  is  the  recipient  of  an  imeamed  in- 
crement, or  rather  of  an  increment  that  is  not  due  to  his 
quantity  and  time  measure  of  labor.  This  unearned 
increment  is  the  divining  rod  that  discovers  just  in  what 
direction  an  individual's  capacities  have  the  greatest 
accuracy. 

The  division  of  labor  for  accuracy  has  so  many  tre- 
mendous advantages  and  so  few  disadvantages  that  it 
stands  forth  easily  as  the  foremost  economic  achieve- 
ment of  man.  It  brings  to  light  the  individual's  memory, 
and  his  depth  as  well  as  width  of  attention.  It  is  the 
mother  of  all  literature,  arts,  and  sciences.  It  has  trans- 
formed the  slave  of  supernatural  fears  into  the  master  of 
natural  forces.  It  makes  the  desert  bloom  and  the  stars 
pve  up  their  secrets. 

L.  EOTANT. 
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THE  GRAIN  CORPORATION  AND  THE 
GUARANTEED  WHEAT  PRICE 

SUMMARY 

Events  of  1917:  the  Food  Control  Act,  the  guaranteed  priee,  ii 
''fair"  price,  608.  —  The  operations  of  the  Grain  Corporation  in  IMr 
18,000.  — The  guarantee  extended  to  1919,  704.  — The  PiieeGaii» 
tee  Act  of  March  4, 1919,  707.  —  Crop  and  prioes  of  1919,  706.— fr 
piration  of  the  guarantee;  plans  for  resumption  of  future  trsdinft  71i 
—  Rdatire  advance  in  prices  of  wheat,  flour,  and  bread  met  IW 
717.  —  Financial  outcome  of  the  Grain  Corporation's  aetivitaeB,  71& 

The  Food  Control  Act  of  August  10,  1917,  amoog 
other  things,  authorized  the  President  to  fix  a  reason- 
able guaranteed  price  for  wheat  whenever  heshooU 
find  that  an  emergency  existed  ^'requiring  stimulatn 
of  the  production  of  wheat."  This  guaranteed  price  wm 
specifically  intended  for  the  benefit  of  the  ''produoenof 
wheat"  within  the  United  States,  and  was  to  be  deto- 
mined  and  publicly  announced  '^ seasonably  and  as  far 
in  advance  of  seecfing  time  as  practicable/'  Obviously 
the  guarantee  was  not  applicable  to  the  crop  of  1917| 
which  had  already  been  partly  harvested. 

For  the  crop  of  1918  Congress  itself,  in  the  same  se^ 
tioD  of  the  act  which  authorized  a  guaranteed  price,  pre- 
scribed an  absolute  guarantee  of  not  less  than  $2.00  per 
bushel  at  the  principal  interior  primary  markets,  based 
upon  No.  1  Northern  Spring  wheat,  or  its  equivalent^ 
with  appropriate  differentials  for  the  other  grades. 

At  the  time  of  the  passage  of  this  act  the  yibeaX 
price  at  the  principal  primary  markets  of  the  country 
was  nearer  $3.00  per  bushel  than  $2.00  and  had  fluctu- 
ated through  a  wide  range  during  the  spring  and  sum- 
mer months  of  1917.  The  immediate  problem  before  the 
Food  Administration,  which  was  set  up  for  the  enforce- 
ment of  the  act,  was  to  stabilize  the  wheat  price  at  some 
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^|lMMi8more  nearly  in  confonnity  with  the  price  named  by 
^^CongreaB  as  the  absolute  minimuTn  for  the  crop  of  1918. 
'^^Tbe  best  way  to  restore  some  measure  of  stability  to  the 
chaotic  wheat  market,  whose  normally  smooth  running 
^mechanism  was  in  a  state  of  alifiost  complete  break- 
ar  do>wni  was  to  bring  the  government  into  the  market  as  a 
'*  idieat  purchaser  on  some  fair  buying  basis  and  to  induce 
~  other  buyers  to  pay  the  same  price, 
s       The  thorny  task  of  determining  a  fair  price  was  en- 
"   trusted  to  a  commission,  appointed  by  the  President,  of 
deven  men,  fairly  representative  of  all  interests  in  the 
community.    After  prolonged  consideration  this  Fair 
Price  Commission,  six  of  whom  represented  the  farming 
interests,  recommended  for  the  crop  of  1917  a  price  of 
$2^  per  bushel,  basis  No.  1  Northern  Spring  wheat  at 
Chicago.   This  price  recommendation  was  adopted  by 
the  President  in  the  hope  that  it  would  ''at  once  stab- 
ilise and  keep  within  moderate  bounds"  the  price  of 
wheat  for  all  transactions  throughout  the  crop  year  and 
in  consequence  the  prices  of  flour  and  bread  also. 

This  expectation  was  measurably  realized  by  the 
operations  of  the  Grain  Corporation,  through  which  the 
Food  Administration  functioned  in  its  relation  to  the 
wheat  trade.^  The  Grain  Corporation  was  made  the 
sole  agency  for  all  government  buying  and  at  once  en- 
tered into  a  series  of  voluntary  agreements  with  flour 
mills  and  country  elevators  to  maintain  the  government 
fair  price  basis  in  their  own  purchases  throughout  the 
crop  year  1917-18.  These  buyers  of  wheat  —  including 
some  3000  mills  and  14,000  elevators  —  agreed  to  pay 
for  wheat  of  the  1917  crop  the  government  fair  price, 
less  freight  to  terminals  and  handling  charges,  and  no 

>  Tlie  Food  Admiiiiiti«tor  required  the  gimmezchantw  to  sucpeiMlabMlutol^ 
period  of  the  war  aU  operatiooe  in  future  contraote  for  wheat;  epeoulatioD  in  flour  oobp 
tiMti  wae  made  impoeeible  by  forbidding  the  miUs  to  contract  for  the  delirery  of  flour 
■Kwe  than  thirtj  day*  ahead.  Storace  of  wheat  and  flour  waa  alao  limited  to  a  period  of 
thirty  days. 
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more,  so  that  the  farmers  everywhere  should  receive  tk 
fair  reflection  of  the  govermnent  buying  basis.  Tbroa^ 
these  trade  i^reements,  which  embraced  about  titn 
thirds  of  the  elevators  and  by  far  the  preponderaooeof 
the  flour  milling  capacity  of  the  countiy,  as  wefl  is 
through  its  own  purchases  running  to  nearly  30  miDioD 
bushels  of  wheat,  the  Grain  Corporation  made  effeetive 
the  fair  price  on  the  crop  of  1917. 

The  stabilization  of  the  wheat  price  at  $2.20,  Chicago 
basis,  resulted  in  putting  more  money  into  the  fanDefs* 
pockets  in  1917-18  than  they  had  ever  before  reooved 
for  a  wheat  crop,  for  the  simple  reason  that  they  were 
not  at  the  mercy  of  a  fluctuating  market.  The  practical 
assurance  of  at  least  the  same  price  for  the  1918  crop 
had  abeady  stimulated  the  planting  of  42,301,000  acres 
of  winter  wheat  in  the  fall  of  1917.  The  announcement 
by  the  President  on  February  21,  1918,  that  the  fair 
price  of  $2.20  per  bushel  would  be  continued  as  the 
guaranteed  minimum  for  the  crop  to  be  harvested  in 
1918  ^  brought  under  wheat  22,489,000  acres  m  the 
spring  wheat  states,  making  a  total  of  64,790,000  acres, 
the  largest  wheat  acreage  the  country  had  ever  seen. 
The  yield  of  wheat  was  in  excess  of  921  million  bushels 
—  the  largest  crop,  with  a  single  exception,  harvested 
up  to  that  time  in  this  coimtry.* 

1  In  June,  1018,  the  railroads  were  snmted  a  general  25  per  cent  adTanoe  in  freiskt 
rates  and  the  guaranteed  prioe  in  all  noarket  centers  was,  therefore,  inereased  mx  oeali 
per  bushel  in  order  that  the  freight  advance  nught  not  faU  solely  on  the  farm  priee. 

<  RxLATioif  Brrwanr  Sbasom'8  Whkat  Pbics  axtd  Nkzt  SsAaoir's 
Plamtino  or  Wheat 

*' Guaranteed"  Average 

Production  price  farm  Total  Nextyssr*! 

Crop  year     in  million  Chicago  Jf^^  farm  value  plaTiV«< 

bushels  basis  l>ec.  1  Deo.  1  in  aom- 

1013-14                 763  ....  t0.80  $610,122,000  54,409,000 

1014-15                801  ....  .00  878,680,000  61,100000 

1015-16              1,012  ....  .02  042,303.000  57,051,000 

ieiJ-17                 640  ....  1.60  1,023,765.000  BQJSnjOIBO 

1017-18                 637  $2.20  2.01  1,278.112,000  64.700,000 

1018-10                021  2.26  2.04  1,881.826.000  73327,000 

1010-20                041  2.29*  2.15  2,024.008,000  5^257,000 

*  Applicable  to  the  crop  harvested  in  1010  but  not  to  the  erop  planted  in  the  foO  «f 
1010  and  the  spring  of  1020. 
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The  obligation  to  maintain  the  guaranteed  price  on 
this  enonnous  crop  imposed  a  severe  burden  upon  the 
resources  of  the  Grain  Corporation.  Originally  incor- 
porated with  a  capitalization  of  $50,000^000  the  Grain 
Corporation  had  been  able  to  go  through  the  season  of 
1917-18  without  having  to  buy  more  than  28,367,000 
bushels  of  wheat;  but  with  a  new  crop  in  excess  of  900 
million  bushels  impending,  it  was  seen  that  larger  re- 
sources would  be  imperative.  The  capital  stock  of  the 
Grain  Corporation  was  therefore  increased  to  $150,- 
000,000,  the  total  amount  appropriated  by  the  Act  of 
August  10,  1917.  Even  this  sum  proved  to  be  insuffi- 
cient and  it  was  necessary  to  resort  to  outside  borrowing 
in  order  to  finance  the  huge  purchases  of  wheat  and 
flour  which  had  to  be  made  in  order  to  redeem  the 
pledge  of  the  guaranteed  price.  At  one  time  during  the 
crop  year  these  borrowings  amounted  to  the  imposing 
total  of  $385,000,000.  No  concern,  however  great  its 
resources  or  whatever  its  prestige  because  of  its  official 
character,  could  have  raised  that  amount  of  money  in 
the  open  market  imless  its  officers  and  its  policies  had 
enjoyed  the  confidence  of  the  business  conmnmity  in  the 
highest  degree. 

Without  such  an  agency  as  the  Grain  Corporation 
with  its  practically  unlimited  buying  power  the  pressiu^ 
of  the  crop  of  1918  would  undoubtedly  have  forced  the 
market  price  below  the  guaranteed  minimum.  For  the 
first  few  weeks  of  the  new  season,  however,  there  was  no 
indication  of  a  saving  market.  Partly  as  a  result  of  the 
return  of  competitive  conditions  following  the  relaxa- 
tion of  the  Food  Administration  rules  of  1917-18,  and 
partly  in  consequence  of  the  continuing  agitation  in 
Congress  for  an  increase  in  the  minimum  guaranteed 
price,  there  was  a  premium  over  the  guarantee  basis  in 
several  of  the  western  primary  markets  during  the  early 
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part  <rf  July,  1918.  In  these  coiKliticms  the  maiketiiiifli 
the  new  wheat  eiop  set  in  with  a  ruA  and  within  mtf 
days  afanost  as  much  wheat  had  been  xnariceted  by  tk 
fanners  as  in  thefirstfour  months  of  the  preceding yeir.^ 

The  result  was  what  mi^^t  have  been  eipeeted.  Hie 
premiums  rapidly  disappeared  and  the  price  saggBd  of 
towards  the  guaranteed  minimum.  At  Kansas  City,  for 
instance,  ipdiere  the  premium  in  July  had  been  tea  or 
fifteen  cents  a  bushd  over  the  guarantee  basis,  the  priee 
quickly  adjusted  itself  to  the  baac  levd  under  the  pra- 
sure  of  the  large  farm  marketings.  At  Cliicago  not  ooee 
during  the  ei^t  mcmths  from  July,  1918  to  Februazy, 
1919  did  the  cqpen  market  price  lix  No.  1  Nortben 
^[»ing  wheat  exceed  S2.35  per  bushel  —  only  nine 
cents  ova  the  basis  at  that  market;  and  throat^ 
ptacticaUy  the  whole  of  that  period  the  large  reeeipts 
kept  the  price  wdl  down  towards  the  guarantee.  BdA. 
the  buying  power  of  the  Grain  Corporation  been  with- 
drawn from  the  market,  evai  temp(»arily,  th^e  woaU 
unquesticmably  have  resulted  a  sev^e  shmip  in  the  priee 
below  the  guarantee.  The  total  purchases  ol  wheat 
during  the  crop  year  1918-19  aggregated  268,316,000 
bushels  and  of  flour  25,932,196  barrels,  equivatoit  to 
about  385  million  bushels  of  wheat  in  aU. 

These  large  purchases  were  not  dictated  soldy  by  the 

*  Tbe  rompTartre  fignns  d  fann  marlntiBfi  d  wboit  for  the  two  crop  jeoa  1917- 
18  %ad  191S-19,  eonpiled  froB  report!  d  miDi  and  dcrmton  to  tbe  Gtaia  Ootponrtka 
are  Cm  bnehr h.  OOP  omitted) : 

BCarkeaBce  by  fiwwithe        CaBmletzw  ■Mcbetnii 
1917-18        1918-19  1917>18  1918-19 

i^  :::::::::;::::::}  «^*»-  MSS}      '»'^»-    ISSS 

September    90.S56  14S327  178.467  421 J73 

October 103.181  103.886  281.648  625360 

November 78.604  61.782  300.252  567.641 

December 46JZ79  51.406  406.531  617481 

Jammnr 29.146  32.M9  435.677  669ja9 

T^bnmxj 18.527  17.742  454.204  687.673 

March 17.324  llJOl  471«528  608.571 

April   17.460  8.489  488.988  70B.06S 

Maj 12.951  10.297  501.030  718.310 

Ja» 9430  11.021  511.078  

» to  aeKretate  J«lr  •ad  AvgMt,  1017. 
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obligation  to  TnAinfAJn  the  guaranteed  price.  Two 
cytber  important  condderations  of  national  policy  played 
apart.  The  first  of  these  was  the  desire  to  accumulate  a 
ccmsiderable  stock  of  wheat  in  order  to  prevent  a  recur- 
rence of  the  abnormal  dtuation  which  occurred  at  the 
end  of  the  crop  year  1917-18,  when  the  country  came 
into  the  new  season  with  a  carry-over  of  28  million 
bushels — a  quantity  too  small  for  comfort.  A  second 
reason  for  large  purchases  of  wheat  and  flour  grew  out 
of  the  international  situation  and  the  fact  that  the  Allied 
governments  had  turned  over  to  the  Grain  Corporation 
the  entire  purchase  of  cereals  and  flour  in  this  country 
for  their  civilian  and  military  needs.  In  July,  1918,  the 
Grain  Corporation  had  entered  into  contracts  with  the 
governments  of  the  Allied  and  associated  powers  by  the 
terms  of  which  they  agreed  to  take  all  the  wheat  and 
flour  the  Grain  Corporation  could  supply  up  to  200 
million  bushels.  Both  to  protect  these  commitments 
and  to  provide  an  adequate  carry-over  for  the  new  year 
it  was  necessary  to  acciunulate  large  stocks.  The  Grain 
Corporation  was  an  especially  heavy  buyer  during  the 
autmnn  months  of  1918,  whidi  was  the  very  time  when 
the  mills  were  trying  to  provide  for  their  season's  re- 
quirements. The  wheat  bought  by  the  Grain  Corpora- 
tion was  practically  all  withdrawn  from  the  domestic 
market;  many  mills,  especially  those  in  the  Southwest 
where  there  had  been  a  partial  crop  failure,  found  it 
necessary  to  pay  high  prices  for  wheat  in  order  to  cover 
their  flour  sales;  some  mills  in  accepting  large  orders  for 
flour  from  the  Grain  Corporation  had  gone  "short"  of 
wheat.  This  condition  was  reflected  in  the  price  quota- 
tions for  wheat  at  the  western  terminal  markets:  pre- 
miums over  the  basic  price  reappeared  at  E^ansas  City  in 
November  and  persisted  until  tiie  end  of  the  crop  year.^ 

>  Cknwidfenble  agitotion  by  the  miUa  ensued  about  midwinter  to  induce  the  Gnia 
Coipo»tioci  to  releMe  put  of  ito  accumuUited  etocke  of  wheat.  The  neeewity  to  retain 
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Reference  has  been  made  to  the  agitation  in  the  oilj 
part  of  1918  for  an  increase  in  the  fnininiiini  guaranteed 
wheat  price  over  the  basis  announced  by  the  Presideil 
in  February  of  that  year.^  In  fact  a  rid^-  to  the  Agri- 
cultural Appropriation  bill  was  adopted  by  both  hooaes 
of  Congress  providing  for  a  Tninimum  price  at  all  ooon- 
try  stations,  irrespective  of  location  or  distance  from 
termiaals,  of  $2.40  per  bushel  for  No.  2  wheat  of  the 
crop  of  1918.  This  measure  was  vetoed  by  the  Presicknt 
July  6,  1918.  The  agricultural  interests  were  insist^it, 
however,  and  the  President  was  led,  against  the  adviee 
of  the  Food  Administration  and  of  the  oflScers  of  the 
Grain  Corporation,  to  announce  the  guaranteed  piiee 
for  the  crop  of  1919  as  early  as  September  2, 1918,  at  the 
same  basis  as  the  price  for  the  1918  crop.  This  step  was 
probably  taken  in  order  to  forestall  possible  action  by 
Congress  under  the  pressure  of  the  farming  interests  in 
raising  the  minimum  price  to  some  higher  figure.  That 
the  1918  figure  was  hi^  enough  is  shown  by  the  faet 
that  the  acreage  sown  to  wheat  under  the  stimulus  of 
that  price  was  the  largest  on  record.'  The  assurance  of 
the  same  price  for  the  1919  crop  had  the  effect  of  in- 
creasing the  wheat  acreage  over  9  million  acres  more  — 
nearly  14  per  cent.  The  com  acreage,  on  the  other  hand, 
which  had  decreased  over  12  million  acres  between  1917 
and  1918,  showed  a  further  decline  of  over  4  million 
acres  between  1918  and  1919.   The  acreage  planted  to 

tbew  •tocks  became  leas  uMstent  ftftcr  the  ilgnmg  of  the  armistioe;  the  oewitinn  d 
hostilitim  pcmuttcd  the  AUmb  to  lo  farther  afield  to  supply  their  needs  and  abo  led 
Uwm  to  reriw  their  estimated  requueaeats  reiT  materially.  As  a  result  of  the  cbaafed 
situation  the  Grain  Corporatiott  announced  that  beginning  with  January  20.  1919.  it 
srouU  sell  vbeat  for  nuDiaK  purposes  from  its  stocks  at  the  primary  markets  at  aa  sd- 
Tance  of  li  cents  a  bushel  orer  the  basic  price.  This  adrance  was  to  corer  the  ueuewiry 
carT>-inc  costs  and  was  increased  moath  by  month  after  January.  The  k^»m««*p  of  the 
Qiaia  CMporataoa  a t  that  time  were  about  143  laflftoB  bushels  of  wheat  and  a  Qoaatity 
of  iour  equiralent  to  some  15  miUioa  bnshfii  of  whsat  additionaL 

>  ^le  aboTe,  p.  TtML    AIm  sw  Quartsriy  Jouraal  of  Ecoawnica.  November.  1918, 
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rye,  to  oats,  and  to  barley,  each  declined  in  1919  as 
i^ompared  with  the  plantings  for  1918.  In  other  words, 
the  large  response  in  wheat  acreage,  stimulated  by  the 
<K>ntiniiance  into  1919-20  of  a  guaranteed  price  on  that 
product  as  against  a  speculative  market  in  other  cereals 
and  in  live  stock,  tended  to  menace  properly  balanced 
farm  production. 

On  November  11, 1918  came  the  armistice  and  with  it 
the  virtual  ending  of  the  war  and  the  passing  of  any 
urgent  necessity  to  stimulate  the  production  of  wheat 
in  this  country.  Yet  the  nation's  word  had  been  pledged 
through  the  joint  action  of  Congress  and  the  President 
to  the  maintenance  of  the  guaranteed  wheat  price  up  to 
the  end  of  the  crop  year,  or  until  June,  1920.  There  was 
no  other  course,  consistent  with  honor,  than  to  redeem 
the  pledge  of  the  guarantee.  Hence  a  bill  was  enacted 
during  the  closing  days  of  the  65th  Congress  (approved 
March  4,  1919),  making  an  appropriation  of  $1,000,- 
000,000  for  maintaining  the  wheat  price  guarantee 
through  the  crop  year  191&-20.  It  was  regarded  at  that 
time  as  almost  inevitable  that  with  the  release  of  the 
supplies  accmnulated  in  Australia  and  the  Argentine 
and  the  impending  record  crop  to  be  harvested  in  the 
United  States,  there  would  be  a  decline  of  the  "world 
price"  for  wheat.  Hence  in  the  debates  in  Congress  the 
unavoidable  loss  to  the  Treasury  which  would  follow 
through  having  to  make  up  the  difference  between  the 
market  price  and  the  guaranteed  price  was  accepted  as 
one  of  tiie  necessary  costs  of  the  war,  regrettable  but 
none  the  less  inevitable. 

These  apprehensions,  it  may  be  added,  were  not 
shared  by  the  oJEcers  of  the  Grain  Corporation.  In  his 
testimony  before  the  House  Conunittee  on  Agriculture 
in  February,  1919,  Mr.  Barnes  protested  against  the 
acceptance  of  the  fallacy  that  there  could  be  a  "world 
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price"  under  the  intemational  conditions  exiflting  in tbe 
qmng  of  1919.  With  restricted  ocean  tranflportatioi, 
broken  down  finance,  some  markets  absolutdy  doeed 
to  our  products,  and  concentrated  buying  power  lodged 
m  the  hands  of  foreign  government  agencies,  it  would  be 
folly,  he  said,  to  trust  to  these  factors  for  the  deter- 
mination of  a  price  which  should  i4>ply  to  our  expcHi- 
able  surplus.^ 

The  evolution  of  the  Wheat  Price  Guarantee  Act  is 
instructive.    The  only  really  constructive  suggestions 

>  !%•  Hon»  Oonuaitt—  was  copridwing  iht  bill  malring  provMian  for  the  wdenr 
tkm  of  the  goMuitM.  Mr.  JvIKm  H.  Baxaee,  e«  prceident  of  tbe  Qrain  CoipontioB  «• 
MkedtoftdriMtheOomBkhtMoninatteraQfpoBflgrinfrAimiicthebill.  On  the  qoMtiae 
of  a**worldpriee**]ir.Baneeeaid:  *' Prior  to  the  war.  wb«a  the  traMportatioB  ebee- 
■eii  of  the  world  ww  open,  when  teaaiee  was  Maple  to  care  for  intornatinnel  eacheatB, 
when  boyen  and  eellete  were  fiee  to  supply  theU  demanda,  on  the  one  hand,  and  to  offer 
their  prodeda,  on  the  other,  without  the  restraint  now  preaent  as  to  transport  sad 
finanee,there  waa  moth  to  be  said  aa  to  the  soundness  of  a  world  prioe.  With  all  maikcto 
open  freely  for  tradinB  the  aeneral  tendeney  of  prioe  probably  fairly  lefleeted  thekgili- 
Bateinflnsness  of  supply  and  demand.  Minor  fluctuations  were  made  by  investors  esf 

aa  erop  deterioration  in  some  sectiooe  of  the  world  —  and  a  erop  ia  exposed  to  growisf 
influsneee  eosaewhere  in  the  world  erery  day  in  the  year  —  or  such  faetors  aa  a  betUr 
appreciation  of  the  aetoal  supply  or  the  aetoal  coneninptjon  in  the  world,  or  the  ia- 
fhienee  on  consumption  which  a  higher  or  a  lower  level  had  created;  but  to  del3>cratetf 
propose  that  we  shall  reoognise  a  prioe  made  in  liTerpool,  under  preaent  eonditiom.  ■ 
natioDal  foUy.  The  Urge  markets  of  the  central  empires  are  doeed  at  present,  sad 
inability  to  pay  may  keep  them  doeed  to  our  turplue  or  largely  restricted. 

'*The  natursJ  consumption  of  all  peoplee  abroad  is  affected  by  tonnage  restrictioo, 
which  will  not  be  entirely  overcome  for  many  months  or  yeara.  That  natural  ooomnp- 
tion  ie  also  affected  by  governmental  pdides,  which  again  reflect  their  interaatjoosi 
finance  needs.  The  deeire  of  certain  peoplee  f<»-  wheat  {woducts  to  eat  may  be  eortaifed 
and  influenced  by  a  gover  omental  policy  that  cannot  provide  at  the  aoorce  of  aupply  the 
finance  to  make  such  purchase  as  the  individual  peoplee  may  desire  to  make.  Tlieie^ 
fore,  1  repeat,  that  there  ia  no  world  price  level,  in  the  eense  ol  fairly  and  soundly  reflect- 
ing the  natural  play  between  the  laws  of  supply  and  demand. 

"More  than  that,  it  ia  a  power  we  cannot  contemplate  delegating  to  any  other 
government  that  a  price  levd  subject  to  the  control  of  that  intereated  buyer  shall  be  the 
basis  for  the  marketing  of  any  of  our  product.  For  iostance,  the  food  needs  of  the  three 
dose  allies,  of  United  Kingdom,  France,  and  Italy,  for  importa  of  wheat  will  run  at  not 
lees  than  10.000.000  tons,  and  perhaps  as  much  as  12,000,000  tons  annually.  Of  thii 
quantity  the  colonics  of  the  British  Empire  cannot  soundly  be  expected  to  furnish  over 
half.  Yet  that  half,  being  under  their  influence,  can  be  so  used  as  to  establish  the  price 
levd  on  which  under  any  definitely  conunitted  policy  we  must  furnish  the  other  half, 
and  1  protect  that  America  shall  not  plaoe  the  power  to  name  the  value  on  ita  produeti 
in  the  hands  of  any  concentrated  buying  agency,  no  matter  how  friendly.  Whatever 
legialation  is  passed  do  not  write  in  the  statute  any  recognition  of  thia  method  of  makiag 
pricee  on  our  products."  Hearings  before  the  Committee  on  Agriculture,  House  of 
BepreeenUtivee,  on  Wheat  Price  Guaranteed  by  Congress,  Fsbruary  5,  1919.  p.  M. 
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offered  the  Committee  were  submitted  by  Mr.  Barnes 
ivfao  recommended  that  the  essential  powers  to  be  pro- 
vided by  legislation  should  include  the  following: 

1.  An  appropriation  of  at  least  $1,000,000,000  in 
order  to  place  beyond  any  question  the  redemption 
of  the  guarantee,  so  that  all  distrust  might  be  re- 
moved and  the  normal  trade  and  credit  facilities 
of  the  country  be  utilized  to  the  fullest  possible 
extent  in  handling  the  wheat  crop  —  thus  reliev- 
ing the  government  of  a  large  part  of  the  actual 
burden  of  buying  and  selling. 

2.  Authority  to  borrow  in  the  regular  commercial 
manner  and  to  pledge  the  credit  and  property  of 
the  agency  handling  the  guarantee.  The  necessity 
for  this  has  been  shown  in  the  discussion  of  the 
1918-19  operations. 

3.  Authority  to  buy  and  sell  wheat  and  other  cereals 
and  their  products  and  other  foodstuffs,  at  home  or 
abroad,  for  cash  or  for  credit.  This  in  order  that  a 
national  policy  of  combined  sales  of  wheat  and 
other  imperatively  needed  foodstuffs  might  facili- 
tate the  marketing  of  wheat.  The  credit  induce- 
ment might  also  prove  useful. 

4.  Import  and  export  embargo  power  over  all  food- 
stuffs. 

5.  Authority  to  requisition  and  to  build  storage 
facilities. 

6.  Authority  to  license  dealers,  millers,  and  elevators, 
and  to  control  trade  practices. 

7.  Authority  to  control  exchange  trading. 

8.  Preferential  railroad  and  steamship  service  and 
authority  to  control  the  transport  flow  of  all 
cereals  or  products  into  any  markets  or  seaports. 

The  act  as  passed  conferred  most  of  these  powers,  but 
did  not  authorize  control  of  cereal  transportation,  or 
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power  to  deal  in  other  commodities  than  wheat  and  its 
products,  or  permit  embargo  control  over  such  other 
commodities.  Limitations  of  space  forbid  detailed  analy- 
ds  of  the  provisions  of  the  act;  the  recommendad<»s 
listed  have  been  set  down  merely  for  the  purpose  of  caU- 
ing  attention  to  the  character  of  the  problems  involved 
in  the  administration  of  the  guarantee.    Mr.  Bamesre- 
fused  at  the  committee  hearings  in  February,  1919,  to 
conunit  himself  to  any  particular  plan  for  the  adnunis- 
tration  of  the  guarantee.^   It  was  obviously  impracti- 
cable to  base  any  policies  upon  conditions  which  would 
depend  upon  the  size  of  a  crop  a  large  part  of  which  hid 
at  that  date  not  even  been  planted.  To  quote  his  state- 
ment:   ''No  policy  should  be  based  irretrievabfy  <» 
prospects  only." 

The  wisdom  of  this  attitude  was  demonstrated  by  the 
actual  tiun  of  events,  ^th  the  largest  ^vi^eat  acreage 
ever  planted  in  this  country  and  Rowing  proepecta  for 
the  new  crop  *  it  seemed  to  many  skilled  observes  that 
the  crop  would  be  so  enormous  as  to  depress  the  mar- 
ket price  below  the  guarantee  and  to  push  the  "world 
price"  to  so  low  a  point  as  to  impose  very  substantial 
losses  on  the  national  treasury  through  the  redenq)tion 
of  the  guarantee  of  $2.26  per  bushel  at  the  primaiy 
markets.  The  eventual  outcome  nullified  these  fears 
completely.  From  March  to  May,  1919,  the  open  market 
price  showed  a  typical  advance  such  as  might  have  oc- 
curred during  any  season  towards  the  end  of  the  crop 

>  Mr.  Barnes,  who  had  been  in  the  national  aerviee  for  nearly  two  yean,  waa  aaiioai 
to  withdraw  from  further  pubHo  service.  By  order  of  the  President,  however,  the 
administration  of  the  Wheat  Guarantee  Act  was,  on  May  14,  vested  in  him  as  Umtsd 
States  Wheat  Director.  Mr.  Barnes  continued  to  act  ss  president  of  the  Grain  Corpors- 
tion  which  the  President  directed  to  be  used  ss  the  sgency  f<»>  the  administration  of  the 
Guarantee  Act.  For  this  purpose  its  capital  stock  was  on  July  1,  1919  increased  from 
$150,000,000  to  $500,000,000  and  ito  official  style  chanced  from  Food  AdministratioD 
Grain  Corporation  to  United  States  Grain  Corporation. 

*  Upto  June  1,1910  the  Department  of  Acriculture  reported  the" condttMn** of  the 
winter  wheat  crop  (50,489.000  acres)  the  highest  ever  known. 
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year  with  the  exhaustion  of  old  supplies  and  uncertamty 
r^arding  the  new  crop.  At  Chicago  the  price  of  No.  1 
Northem  Spring  advanced  steadily  from  a  point  near 
the  guarantee  baas  in  the  first  week  of  March  to  $2.90 
per  bushel  during  the  first  week  of  May.  This  advance 
coincided  with  the  rapid  reduction  of  the  Grain  Cor- 
poration stocks  and  the  melting  away  of  the  visible 
supply  which  had  imposed  a  check  to  any  tendency  to 
inice  advance  during  the  winter.  By  the  end  of  June, 
when  the  new  crop  prospects  were  at  their  best,  the 
ixrice  declined  again  to  within  ten  cents  of  the  guar- 
antee and  remained  at  about  the  same  point  through 
July  and  August.^  During  those  two  months,  however, 
there  was  a  great  shrinkage  in  the  spring  wheat  crop, 
due  to  hot  dry  weather,  and  many  farmers  in  the  North- 
west abandoned  all  effort  to  harvest  their  wheat.  The 
average  yield  of  spring  wheat  on  the  23,338,000  acres 
harvested  was  only  nine  bushels  per  acre  and  the  total 
crop  only  209  million  bushels  as  against  356  million  in 
1918.  The  total  outtiun  of  both  winter  wheat  and  spring 
wheat  did  not  exceed  941  million  bushels  —  a  large  crop, 
to  be  sure,  but  very  much  less  than  the  amount  expected 
Emd  not  greatly  over  the  crop  of  1918. 

It  was  soon  realized  that  with  a  crop  so  much  smaller 
than  what  had  been  predicted,  if  not  exactly  hoped  for, 
the  problem  would  be  not  so  much  to  keep  the  wheat 
price  up  to  the  guaranteed  minimum  as  to  prevent  it 
from  getting  out  of  control  altogether.  The  price  of 
Na  1  Northem  at  Chicago  towards  the  end  of  Septem- 
ber began  to  advance  again  and  in  late  December  it 

>  A  nmilar  ntoatioii  existed  at  other  nuu-keta;  in  K*iitM  City,  for  example,  there 
wtm  an  opawing  of  roughly  50  oenta  a  bushel  for  No.  2  HMd  wheat  between  the  first 
peek  in  March  and  the  first  week  in  May.  Damage  to  the  growing  crop  of  hatd  winter 
rbeat  from  hot  weather  in  the  Southwest  during  the  last  few  weeka  before  harvest  pre- 
ranted  such  a  recession  of  prices  as  at  Chicago;  the  closing  prices  at  Kansas  City  in 
Fane  were  about  90  to  85  cents  a  bushel  abore  the  guarantee  basis. 
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reached  a  point  over  Sl.OO  per  bushel  above  the  goaoi- 
tee.  Southwestern  hard  winter  wheats  of  good  quafitji 
also  in  short  supply,  reflected  the  same  tendeoey,  tb 
not  to  an  equal  degree.  These  extraordinaiy  prioeste 
the  premium  wheats  were  being  paid  in  spite  of  tb 
greatest  aggregate  movement  of  wheat  from  the  foni 
which  the  country  had  ever  known  in  a  similar  perioi^ 
The  fact  is  that  much  of  the  large  crop  of  1919  wasof 
very  inferior  quality,  especially  in  the  spring  wbeit 
states,  and  the  abundant  yield  of  the  '^soff  winto 
wheats  did  not  avail  against  the  pressure  of  demand  for 
the  hard  wheats,  both  spring  and  winter,  of  which  tibm 
was  such  a  pronounced  shortage.  Tradition  was  not 
eaaly  deflected  from  the  use  of  hard  wheat  flour,  and 
even  tho  the  mills  were  compelled  to  g^rind  more  soft 
wheat  than  ever  before  there  was  still  an  insistent  de- 
mand for  hard  wheats  for  mixing  puri>oses.  UnderdM 
conditions  the  Grain  Corporation  did  not  find  it  neoee- 
sary  to  use  any  part  of  the  billion  dollar  appropriatkm 
to  make  good  losses  which  might  have  accrued  to  tiiB 
government  through  having  to  buy  wheat  at  the  guann- 
teed  price  and  reselling  it  at  a  lower  price. 
A  curious  incident  occurred  during  the  eariy  part  of 


>  The  farm  marketinci  exceeded  eren  the  reeord  figuret  of  1918-19. 
heavy  reoeipto  fromfarma  were  recorded  in  July  and  Aogoat  —  darinc  the  wiBt«  vhait 
harrestiac  and  threahinc  period.  The  receipts  fell  off  rapidly  after  Sepfeember  owiac  to 
the  ahrinkace  of  the  eprinc  wheat  crop.  The  comparatiT«  fisurea  for  the  fixat  elsw 
months  of  the  crop  yean  1918-19  and  1919-20  follow: 

(In  biuiMt,  000  imtntdj 

Marketinfi  by  moatha  CnmnlatfrB  markaliBp 

1918-19  1919-aO  1918-10  1919-90 

July 133.087  149,036  133.067  140.0K 

Aucuat    14&.059  188.818  278.140  S373M 

September    143.837  125.039  421.973  402.882 

October 103.886  88303  625300  551.681 

Norember 61.782  55.683  587.641  607.367 

December 51.406  41.581  637381  648.947 

January 32.549  31.727  669330  680.674 

February 17,742  19392  687.672  6993M 

March 11.901  18.522  699373  718.488 

April   8,489  22.089  708.063  740377 

hCy 10397  23,157  718360  763.714 

Compiled  from  reporU  of  miDa  and  aleratofs  to  the  Grain  CoipOfrntioB. 
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the  crop  year  191&-20  which  illustrates  the  complexities 
cxf  the  task  of  administering  the  guarantee.  Early  in 
August,  1919,  the  agitation  over  the  hi^  cost  of  living 
resulted  in  an  effort,  shared  by  responsible  government 
officials  at  Washington,  to  have  the  Grain  Corpora- 
tkm  market  at  a  price  of  $1.50  per  bushel  the  wheat 
lor  which  it  had  paid  the  guaranteed  price  of  $2.26. 
This  proposal  was  seriously  put  forward  as  an  effort  to 
leduce  the  cost  of  living;  needless  to  say,  Mr.  Barnes 
was  able  to  secure  the  President's  veto  of  it.  The  Grain 
Corporation  did,  however,  put  on  the  domestic  market 
part  of  its  purchases  of  straight  flour,  intended  for  ex- 
port, at  prices  around  $10.00  per  barrel  in  car  lots. 
This  was  about  two  dollars  per  barrel  under  the  pre- 
vailing prices  at  which  retailers  could  buy  the  widely 
advertised  and  popular  brands  of  hard  wheat  flour.  In 
December,  1919,  this  selling  program  was  expanded  so 
as  to  make  straight  ''soft"  wheat  flour  available  to  the 
retail  trade  in  appropriate  package  sizes  under  the 
brand  ''United  States  Grain  Corporation  Standard 
Pure  Wheat  Flour/'  An  extensive  advertising  campaign 
was  inaugurated  directed  to  the  genend  consuming 
public  as  well  as  to  retailers  and  bakers.  However,  the 
high  prices  for  wheat  and  flour  in  the  fall  and  winter  of 
1919  did  not  seem  to  check  appreciably  the  demand  of 
flour  consumers  for  the  hard  wheat  flours.  All  war  re- 
strictions upon  consumption,  such  as  the  compulsory 
purchase  of  substitute  flour  and  limitation  upon  indi- 
vidual piut^hase,  had  long  since  been  removed,  and  the 
American  home  market  showed  a  surprisingly  large 
ci4>acity  to  absorb  wheat  flour.  The  output  of  the  flour 
mills  since  the  beginning  of  the  crop  year  1919-20  had  by 
tiie  end  of  May  exceeded  121  million  barrels — nearly  a 
month's  production  in  excess  of  the  figure  for  the  cor- 
responding period  of  1918-19.   This  was  not  primarily 
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an  export  demand;  the  exports,  both  of  flour  and  lAot^ 
from  the  b^mung  of  the  crop  year  were  not  overtii* 
thirds  of  the  movement  for  the  ooTrespastdSng  periodci 
last  year.  Notonly  did  the  American  pec^le  want  te 
in  apparently  mihmited  quantity,  but  they  mMel 
upon  having  the  high  priced  patent  grades  of  hiii 
wheat  flour.  This  demand  for  the  low  eztnetiQa 
flours,  made  from  those  grades  of  wheat  wfaidi  eon- 
manded  a  premiimi  because  of  their  scaraty,  eand 
prices  up  to  a  point  approximating  the  panic  prioeiflf 
the  spring  and  summer  of  1917.  The  Grain  CkHpcnte 
found  it  an  uphill  task  to  educate  the  puUic  to  u 
appreciation  of  the  wholesomeness  of  strai^t  flour  and 
the  economies  to  be  realized  from  its  use.  Scuneimpra- 
sion  was  made,  of  course,  and  the  consuming  publie  wu 
given  an  opportimity  to  exercise  its  prrferraice  in  fte 
piu*chase  of  cheaper  grades  of  flour,  if  it  so  dearei 
Some  763,273  barrels  of  straight  flour  were  add  up  to 
the  end  of  May,  1920  when  the  resales  to  dcmeetie 
buyers  were  discontinued. 

During  the  winter  of  191&-20  several  remaiUbk 
price-making  factors  were  in  operation.  Among  them 
were:  (1)  totally  inadequate  domestic  transportation; 
(2)  utter  collapse  of  the  foreign  exchanges  and  conse- 
quent dislocation  of  commodity  movement;  (3)  severe 
winter  weather,  which  greatly  lowered  the  promise  of 
the  new  crop  planted  in  the  fall  of  1919;  (4)  political 
agitation  in  Congress  for  the  suspension  of  wheat  pur- 
chases by  the  Grain  Corporation. 

Because  of  inadequate  equipment,  bad  weather,  and 
labor  unrest  the  railroads  found  it  extraordinarily  diffi- 
cult to  handle  the  volimie  of  traffic  offered  during  the 
winter  of  1919-20.  With  the  greatest  of  care  and  energy 
this  could  not  be  otherwise  when  it  is  considered  that 
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^  the  roads  entered  the  year  1919  with  approxunately  the 
flame  quantity  of  rolling  stock  as  in  1916.^ 

In  January,  1920,  conditions  became  especially  aggra- 

!  ^rated,  with  the  heaviest  freight  offerings  ever  known  in 
midwinter  coming  at  a  time  of  exceptional  weather 
fleverity.*  The  consequent  delays  in  rail  transportation 
from  country  points  and  from  the  terminal  elevator 
stocks  to  the  mills  and  to  the  seaboard  imposed  a  severe 
handicap  on  the  trade  and  were  responsible  for  artificial 
Shortages  of  wheat  and  consequent  bidding  up  of  prices, 
both  of  wheat  and  of  flour,  tlux)ugh  the  winter  months. 
Such  delays  in  transportation  and  the  local  scarcities 
incident  thereto  always  entail  extreme  hazard  of  loss 
through  fluctuations  in  prices  resulting  from  inters 
f erence  with  the  smooth  movement  of  traffic  from  one 
market  to  another  and  from  producer  to  consumer. 
Th^  invariably  result  in  greater  risk  and  necessitate 
enlarged  trade  margins. 

The  Grain  Corporation  protected  the  farmer  against 
a  reduction  in  the  country  price  because  of  these  con- 
ditions by  entering  into  an  arrangement  to  pay  the 
country  shippers  of  wheat  a  weekly  storage  on  their 
stocks  in  the  absence  of  car  supply,  on  the  distinct 
agreement  that  these  country  shippers  in  their  current 
purchases  from  farmers  would  pay  a  fair  reflection  of  the 
guaranteed  price  at  their  nearest  terminal  markets  in 
exactly  the  same  way  as  if  immediate  shipment  could 

1  BQirmaoiT  ajkd  Pbvobmarcb  of  Clabb  1  Roads  nr  1015  axd  1018 

Number  of  Number  of 

locomotives  freight  ears  Tomiage  moved 

1016 66.000  2366,388  277.186,000.000  tons 

1018  66.010  2.366.658  403.774.000.000  tone 

From  reeords  of  Interstate  Commerce  Commission  and  United  States  Railroad 


'  The  rsfwrts  of  the  Railroad  Administration  for  car  loadings  in  January  show: 

For  January,  1018 642,016  can 

■  ■         1010 726.555    " 

■  ■         1020 .816.067    " 
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be  made.  This  arrangement,  together  with  the 
ance  that  the  Grain  Corporation  stood  ready  to  iaj 
wheat  every  day  and  every  hour  at  the  gnannteed 
prices,  went  far  to  narrow  the  range  in  price  fluctaatki 
which  characterized  the  winter  of  1919-20.^ 

In  spite  of  the  steadying  effect  of  the  Grain  Coipon- 
tion's  wheat  purchases,  these  price  fluctuations  coyend 
a  much  wider  range  than  anything  aeen  ance  the  spnng 
of  1917.  There  was  no  such  incentive  to  accumulite 
large  stocks  on  the  crop  of  1919  as  during  the  1918-19 
season,  and  at  no  time  in  1919-20  were  the  wheat  hold- 
ings of  the  Grain  Corporation  much  over  80  miDioB 
bushels,  as  against  a  maximum  of  145  milliiHi  in  tiie 
preceding  season.*  Early  in  November,  1919,  when  tiie 
price  was  beginning  to  advance  rapidly,  it  was  decided 
to  resell  part  of  these  stocks  to  the  mills;  these  resaks 
reduced  the  Grain  Corporation's  holdings  by  some  50 
million  bushels  in  about  two  months.  It  was  abo 
decided  to  remove  the  embargo,  effective  December  15, 

1919,  upon  imports  and  exports  of  wheat  and  floor, 
which  had  been  in  force  since  the  midsununer  (rf  1917. 
The  sale  of  the  Grain  Corporation's  wheat  and  the  p&' 
mission  to  import  foreign  (chiefly  Canadian)  wheat  and 
flour  had  Uttle  appreciable  effect  on  prices;  prices  con- 
tinued to  advance  until  the  second  week  in  January, 

1920.  Eariy  in  February  the  foreign  exchange  market 
broke  down  utterly  and  induced  a  collapse  in  com- 
modity prices.  At  almost  the  same  moment '  the  Senate 
Committee  on  Agriculture  voted  to  report  favorably  a 
bill  discontinuing  government  purchases  and  sales  of 
grain.  This  measure  was  obviously  intended  to  suspend 

1  The  Grain  Corpor»tion'a  wheat  imrchaaea  on  the  crop  of  1919-30  cieeeded 
138,313.637  buaheb.  The  total  anuMint  of  atorace  ohariea  paid  the  ooontiy  eforaton 
under  the  above  agreement  anreiated  $3,418,124.68  for  the  fint  elerwi  moathe  of  the 
crop  year,  July,  1919  to  May.  1920. 

>  Seeabore. p.  703.  *  Fdbruary  6, 1990. 
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tlie  commercial  operations  of  the  Grain  Corporation, 
which  certain  senators  from  the  wheat  growing  states 
enlarged  with  attempting  to  depress  the  price  of  wheat 
to  the  detriment  of  the  farmers.  The  storm  of  protest 
aroused  by  this  proposal  prevented  its  ever  being  re- 
ported by  the  Committee  but  the  apprehension  it 
eaused  as  to  the  possible  repudiation  of  the  pledge  of  the 
Wheat  Guarantee  Act  was  a  contributing  factor  in  de- 
pressing wheat  prices  over  a  period  of  several  weeks. 
About  the  middle  of  March  the  price  began  to  advance 
again  and  in  May  it  reached  a  point  above  anything 
known  since  the  panic  prices  of  May,  1917,  followed  by 
a  slight  recession  before  the  government  guarantee 
expired  at  the  end  of  the  month.  Thus  the  period  of 
control  closed  with  an  open  market  price  not  far  from 
the  figure  at  which  wheat  had  been  selling  when  the 
necessity  for  governmental  control  first  became  ap- 
parent, nearly  three  years  before.^ 

On  May  7,  1920,  the  Wheat  Director  convened  a 
meeting  of  the  grain  and  milling  trades  at  Chicago  to 
discuss  measures  for  the  resumption  of  future  trading  in 
wheat  on  the  exchanges,  which  had  been  suspended 
mice  1917.  Representatives  of  the  eight  leading  grain 
exchanges  decided  that  trading  in  futures  might  safely 
be  resumed  July  15,  with  December  as  the  delivery 
month;  it  was  expected  that  the  volume  of  wheat  to  be 
moved  during  the  fall  months  would  be  large  enough  to 
minimize  the  danger  of  extreme  fluctuation  or  of  price 
manipulation. 

This  was  practically  the  last  of  the  steps  by  which 
the  fetters  were  removed  from  the  wheat  market.  Be- 
ginning with  the  conditions  imposed  by  war  it  had 
been  necessary  to  restrict  commercial  enterprise  within 
the  narrowest  limits  in  the  interest  of  price  stabi- 

>  8m  Qoutcriy  Journal  d  EooDomioB,  November,  1018,  pp.  9-5. 
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fintkm  and  food  conaenratioD.  Export  and  impot 
embaigp,  suspenskm  of  fdtore  tiadiiig;  lioenae  oootid,^ 
priee  ''fizatioii"  in  1917,  and  minmuim  gaaianteed 
prices  in  1918  and  1919,  the  injection  of  the  govcn- 
ment  into  the  market  as  a  trader  <m  a  oommerail 
basis,  with  huge  pmdiases  of  wheat  and  floor,  the  poa- 
tive  direction  of  export  busineas  by  a  govenuncol 
agency  —  all  were  parts  of  the  oomprdiensiye  eAem 
of  ccmtrol  whidi  it  had  been  necessary  to  tiirow  about 
the  bosinesB  of  producing  and  marketing  the  natkm's 
prime  food  crc^  during  the  disturbed  period  oi  war  and 
nati<»ial  adjustment.  One  by  one  these  restiictiiig  in- 
fluences were  removed,  until  at  the  eaqiiration  erf  the 
Wheat  Guarantee  Act  on  June  1,  1920  ''the  ma^rt" 
was  again  free  to  take  up  its  course  based  upon  the  inter- 
jAsLj  of  thousands  of  individual  judgments  unrestramed 
by  official  control  or  direction. 

Thus  came  to  an  end  the  largest  and,  on  the  wfaofei 
probably  the  most  successful  instance  of  govenunent 
interference  with  an  essential  industry  due  to  the  neces- 
sities of  war.  Peihaps  the  most  striking  feature  (A  the 
whole  enterprise,  apart  from  its  magnitude,  is  the  fact 
that  the  operations  of  the  Grain  Corporation  were  con- 
ducted with  such  efficiency  and  smoothness,  such  free- 
dom from  arbitrary  interference  with  the  usual  economic 
forces  of  production  and  consumption,  and  with  such  a 
studious  effort  to  refrain  from  substituting  judgments 
for  those  forces  in  the  formulation  of  policies,  that  the 
individual  citizen  or  trader  was  scarce  aware  that  a 
$500,000,000  corporation  had  ceased  to  function. 

>  Under  the  Wheat  Guarantee  Act  the  flour  and  wheat  tradet  were  lieeoaed  aader 
the  Wheat  Director  during  the  year  1919-20  aa  foUowa: 

Elevaton 21 .490 

Millera   10,106 

Flour  Jobbera  and  Brokert 17,002 

Wheat  Brokera  and  Wholmalwra   13,390 

Bakera   11487 

On  June  1, 1920,  all  lioenaei  aflfaotiag  wbeat  and  floor  produots  wete  tamtDated  bar 
Prwidantial  pmclamatfaw 
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3r.      This  huge  fund  had  been  administered  in  a  manner 

3  to  afford  the  producers  of  wheat  every  price  protection 

z.  thftfc  could  reasonably  be  asked.  That  the  interests  of 

f  both  farmw  and  consumer  had  been  fairly  conserved  is 

'  abundantly  manifest  from  the  relative  advance  in  the 

ar  pffioe  of  wheat  to  the  farmer  and  of  flour  and  bread  to 

;  tbe  consuming  public.   The  relative  prices  at  selected 

^  flignificant  dates  of  wheat,  flour,  and  bread,  based  upon 

^  tbe  average  price  for  1913  in  each  instance,  are:  ^ 

Av«nn  farm  price        Arflnc^ratail         Arflnc^ntafl 
of  whflftt  price  of  flour  price  of  breed 

Year    1913....  100  100  100 

May    1917....  311  266  168 

December  1917. .. .  265  205  166 

August      1918....  259  206  177 

August      1919....  274  224  180 

April         1920....  300  245  200 

The  total  purchases  of  wheat  and  flour  by  the  Grain 
Corporation  during  the  three  years  of  its  existence 
amounted  to  the  equivalent  of  705  million  bushels  of 
wheat.*  From  September  1,  1917  to  May  31,  1920  its 
total  purchases  of  all  kinds  aggr^^ted  the  sum  of 
$3,735,771,861.92  and  its  sales  $3,685,546,644.28.  The 
total  operating  expenses  during  this  period  were  only 
about  j^  per  cent  of  sales,  and  the  net  profits  on  com* 
pleted  business  about  $50,000,000.  Of  this  amount 
j4>proximately  $20,000,000  represents  profits  arising 

^  The  ftfltQal0.e.,iiioii«y)prioei  from  whieh  the  Above  rdAtiTeBveteoomimtad 

Arenc^fwinDrioe       Arenc^  retail  ipcioe     Arenc^  ratail  iMioe 
of  wbeat  on  let  of  month   of  flour  in  all  atiee      of  bread  in  all  dtiee 
Averacefor  Perbu.  Per  lb.  Per  lb. 

Tear  1013 $  .79  3.3  centa  6.6  cents 

Magr  1917 2.46  8.7  9.6 

Deeember  1917 2.09  6.7  9.8 

Ai«iMt       1918 2.06  6.8  9.9 

Aucwt       1919 2.17  7.4  10.1 

Apnl  1920 2.34  8.1  11.2 

The  finra  for  the  farm  iMioe  of  wheat  are  taken  from  the  Monthly  Crop  Report.  United 
StataeDepartment  of  Acrioolture;  the  retail  prioee  of  flour  and  bread  are  from  the 
lloatUy  Labor  Review  of  the  Bureau  of  Labor  Statwtioe. 

>  Pnrehaaei  of  wheat  were  435.001,462  boshele:    purohaeee  of  flour  50.607.761 
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from  sales  of  foodstuffs,  chiefly  wheat  and  flour,  to 
European  neutrals  during  the  war  at  prices  above  tti 
government  buying  prices.  These  neutrals  took  iiiie» 
scionably  high  profits  from  their  shipping  busmesB  do- 
ing the  war,  even  upon  the  transport  of  supplies  destmed 
for  the  use  of  our  own  army  abroad,  and  it  was  deemed 
nothing  less  than  right  that  they  should  be  requiied  to 
pay  prices  which  would  return  some  of  that  i»ofit  to 
this  coimtry.  Also  included  in  the  profit  item  of  Ae 
Grain  Corporation  were  some  S8,000,000  of  "ereesB^ 
profits  which  the  flour  mills  were  required  to  refund 
after  detailed  audits  had  been  made  of  their  accounte; 
these  represented  profits  in  excess  of  those  which  th^ 
were  permitted  to  take  under  the  regulations  of  the 
Food  Administration  governing  the  operations  of  flour 
miUs  m  1917-18.^ 

At  the  end  of  June,  1020,  the  Grain  Cori>oration  re- 
turned $350,000,000  of  its  capital  to  the  Treasury  of  tlie 
United  States.  This  was  the  total  amount  that  had 
been  drawn  from  the  Treasury  out  of  the  special  Sf- 
propriation  of  $1,000,000,000  provided  by  the  Wheat 
Guarantee  Act  of  March  4,  1919.  It  was  expected  that 
the  Grain  Corporation's  remaining  capital  of  $150,000,- 
000  would  be  returned  to  the  Treasury  in  full  upon  the 
final  liquidation  of  accoimts  and  claims  still  outstanding 
on  June  30.  These  accoimts  included  considerable  debit 
balances  (nearly  $60,000,000)  owing  by  several  Euro- 
pean governments  to  whom  flour  had  been  sold  on  credit 
for  relief  purposes.* 

In  closing,  attention  should  be  called  to  one  other 
feature  of  the  Grain  Corporation's  administration  of  the 

>  It  tbonki  be  pointed  oot  that  interest  at  the  normal  commercial  rate  oo  tlie 
Dational  capita)  employed  by  the  Grain  Corporation  would  have  amounted  to  eoond- 
erably  more  than  half  ita  total  profits. 

*  Oiii^iww  had.  by  •v^aal  act  in  March,  1020.  endoreed  the  Grain  CorpocstioB't 
plan  to  tell  aome  fire  milhoo  barrele  of  flow  on  credit  to  relirfv  etanrataon  ia  Am- 
tria«  Poland,  Aime&ia,  and  othv  striekcB  it«nna. 
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Wheat  Guarantee  Act  of  1919.  This  is  the  series  of 
agreements  entered  into  with  millers,  flour  jobbers,  and 
bakers,  by  the  terms  of  which  the  Grain  Corporation 
undertook  to  protect  these  trades  against  a  decline  in  the 
price  of  their  unsold  stocks  of  wheat  or  flour  below  the 
guarantee  basis  for  a  period  of  45  days  beyond  May  31, 
1920.  The  necessity  to  protect  these  imsold  stocks  in  the 
channels  of  trade  from  the  possibility  of  a  fall  in  value 
after  the  expiration  of  the  Guarantee  Act  was  foreseen  as 
early  as  the  spring  of  1919,  and  was  provided  for  by  the 
terms  of  these  contracts.  In  the  absence  of  some  such 
assurance  millers  would  have  hesitated  to  conunit  them- 
selves to  the  risk  of  carrying  wheat  during  the  closing 
days  of  the  crop  year  ending  with  June,  1920.  Jobbers 
and  bakers  would  have  been  equally  hesitant  to  stock 
even  their  minimum  requirements  of  flour  for  the  same 
reason.  In  order,  therefore,  to  prevent  such  a  state  of 
trade  uncertainty  and  hazard,  and  to  promote  the  even 
and  continuous  marketing  of  wheat  and  the  smooth 
flow  of  the  nation's  essential  flour  supply,  the  Grain 
Cori)oration  entered  into  these  trade  agreements  with 
some  4000  mills,  about  6700  flour  jobbers,  and  about 
4800  bakers.  It  was  largely  owing  to  these  agreements 
that  when  May  31  arrived,  the  Guarantee  Act  expired 
without  even  a  ripple  of  excitement. 

Wilfred  Eldred. 
JjKPmasm  or  Vibginia. 
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THE  TRANSITION  FROM   GOVERNMENT 

CONTROL  OF  SUGAR  TO  COMPETITIVE 

CONDITIONS 

SUMMARY 

Introductum,  720.  — The  woild  sugar  maricet  during  1919,  723.— 
The  problem  of  the  surplus,  726.  —  The  problem  of  the  shortage,  721 
The  problem  of  decontrol,  728.  —  Cooditbos  in  1920,  732.— Gob- 
elusion,  734. 

In  a  previous  article,^  the  writer  described  the  period 
of  most  rigid  government  control  of  sugar  during  the 
war,  a  period  which  extended  from  about  May,  1918,  to 
the  signing  of  the  armistice.  The  problems  leading  to 
the  formation  of  the  United  States  Sugar  Equaliziatkm 
Board  were  explained  in  detail,  also  the  manner  in 
which  those  problems  were  attacked  by  the  Board. 

It  will  be  recalled  that  the  suspension  of  hostilities 
occurred  shortly  after  the  purchase  by  the  Sugar  Board 
in  behalf  of  the  government  of  the  United  States  and  the 
Allied  governments  of  the  entire  1918-19  Cuban  crop,  the 
agreements  with  the  domestic  producers  and  refiners, 
the  creation  of  the  basic  nine  cent  price  level  throu^out 
the  United  States,  and  the  establishment  of  an  eflFective 
control  over  distribution.  Thus  the  Board,  originally 
created  in  anticipation  of  another  year  of  war,  f oimd  at 
the  end  of  1918  that  it  was  boimd  by  several  contracts 
with  producers  and  refiners,  for  execution  or  liquidation 
of  which  a  continuance  of  the  corporation  was  impera- 
tive. But  the  general  policy  of  both  the  administra- 
tive and  legislative  branches  of  the  federal  government 

1  "  Government  Control  of  Sugar  during  the  War,"  Quarterly  Journal  d  EfCo- 
nomics,  vol.  zzxiii,  August,  1910,  p.  672. 
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st  this  time  was  favorable  towards  demobilization  of 
all  war  organizations  and  the  removal  of  government 
restraints  upon  business  enterprise.  That  this  was  also 
the  view  of  the  Directors  of  the  Board  is  manifest  from 
a  resolution  adopted  at  a  meeting  of  the  Directors  of 
January  22,  1919,  as  follows: 

In  view  of  the  fact  that  the  regulatory  conditions  now  in  effect 
were  entered  into  with  the  expectation  of  the  continuance  of  war 
conditions  and  were  not  expected  to  be  maintained  through  a  long 
period  of  peace  conditions,  and  in  view  of  the  change  in  conditions 
since  the  armistice,  a  return  of  free  market  conditions  in  sugar  would 
be  welcomed  by  the  Board.^ 

The  Directors  did  not  stop  with  a  formal  resolution 
but  endeavored  to  ascertain  by  direct  inquiry  if  the 
contracts  could  be  liquidated  at  once  and  normal  pre- 
war conditions  restored.  Investigation  revealed  that 
most  of  the  producers  and  refiners  were  quite  contented 
with  the  status  quOy  since  it  was  clear  that  the  United 
States  government  as  the  sole  stockholder  of  the  United 
States  Sugar  Equalization  Board  was  to  act  as  the 
stabilizing  force  throughout  the  uncertainties  of  a  re- 
construction period.  Accordingly,  the  Board  was  com- 
pelled to  adopt  the  alternative  of  removing  step  by  step 
the  restrictions  upon  the  sugar  trade.  This  process  of 
transition  from  a  ''p^ged"  basis  to  normal  competitive 
conditions  was  interrupted  by  the  developments  in  the 
worid's  sugar  market  and  by  certain  political  and  eco- 
nomic conditions  in  the  United  States,  so  that  in  the 
second  half  of  the  year  restrictions  on  exports,  dis- 
tribution, and  prices  had  to  be  reimposed  to  prevent 
famine  conditions  and  soaring  prices. 

In  coping  with  this  situation  in  the  second  half  of 
1919  the  Board  was  handicapped  by  the  rapid  de- 

X  From  addren  by  the  Prwident  of  the  Board,  Mr.  Qeorfe  A.  Zabriakie,  before  Um 
Ckmventkm  of  Wholeeale  Grooen  of  the  State  of  New  York.    Printed  in  Amerioaa 
r  Bulletin.  Bfaroh  6,  1990. 
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mobilisatkm  of  those  war  oiganisations  in  Washingtoi 
upoo  the  ezistoice  of  which  oontrol  of  the  sugar  indusby 
l^  the  Sugar  Board  had  beai  predicated.  ItisobvioQB 
that  to  estabfish  and  maintain  satisfactorily  an  aifah 
trarily  fixed  price  levd  for  any  commodity,  l^al  power 
and  oTgaiiization  in  some  form  are  requisite  —  fint,  to 
effect  a  complete  import  and  export  control  of  the 
conmiodity,  secondly,  to  control  distribution  and  aDocft- 
tion  of  the  supply  to  various  classes  of  domestic  ooo- 
sumers  (whenever  the  demand  is  in  excess  of  supply  at 
the  established  price)  and  thirdly,  to  punish  or  disci- 
pUne  manufacturers  and  dealers  who  refuse  to  oonqi^ 
with  the  norms  established  for  prices,  maiigins,  or  d»- 
tribution.  Contrary  to  public  impression,  the  Sugar 
Board  itself  never  had  any  of  these  powers,  but  throo^ 
cooperation  with  other  war  organizations  which  poe- 
sessed  these  powers,  effective  service  had  been  r^idered 
possible  in  1918.  Through  co5peration  with  the  War 
Trade  Board,  control  over  all  imports  and  exports  of 
sugar  had  been  effected;  throu^  utilization  of  tint 
licensing  powers  and  the  licensing  and  enforc^nent 
divisions  of  the  Food  Administration,  r^ulations  for 
manufacturers  and  distributors  both  as  to  prices  and 
distribution  had  been  enforced;  and  finally,  through 
use  of  the  Food  Administration's  powers  over  food 
distributors  and  its  offices  in  the  various  states,  coim- 
ties,  and  cities,  allocation  to  industries  and  rationing  to 
the  households  had  been  made  possible. 

It  is  assumed  that  the  reader  is  more  or  less  familiar 
with  the  impacts  of  the  war  upon  the  world's  sugar  in- 
dustry and  trade  —  the  collapse  of  the  European  beet 
sugar  industry,  the  rapid  partially  compensatory  in- 
crease in  the  cane  sugar  production,  mainly  in  Cuba  and 
Java,  the  annihilation  of  the  beet  sugar  export  trade  of 
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ihe  Central  Powers  and  the  resultant  dependence  of  the 
Allied  countries  upon  Cuba  for  raw  sugar  and  upon  the 
United  States  for  refining  capacity.^  Even  at  the  time 
of  the  armistice  these  factors  were  well  known  to  the 
sugar  trade  generally,  tho  acciuate  statistics  were  not 
available  then.  But  rather  obscure  and  therefore  sub- 
ject to  conflicting  conjectures  was  the  actual  net  woiid 
balance  of  supply  and  demand  for  sugar  for  1919,  if  the 
factor  of  the  reduced  requirements  of  European  coun- 
tries, resultant  from  their  financial  inability  to  purchase, 
was  taken  into  consideration.  Experts  in  the  sugar 
trade  differed  in  their  views  *  and  recourse  to  statistical 
analysis  was  not  fruitful  in  verification  of  either  view, 
since  only  preliminary  forecasts  of  the  crops  were  then 
available  and  past  experience  had  shown  remarkable 
possibilities  of  shrinkage  from  these  early  forecasts,  as 
the  harvesting  and  manufacturing  season  proceeded. 
A  careful  analysis  made  in  the  Statistical  Department 
of  the  Sugar  Equalization  Board  of  all  the  possibilities 
of  combination  of  the  two  variables,  production  and 
demand,  revealed,  on  the  one  hand  by  combining  the 
.  greatest  reasonable  consumption  of  each  country  with 
the  lowest  reasonable  production,  a  deficit  in  supply  of 
3,064,000  tons,  and  on  the  other  hand  combining  the 
lowest  reasonable  consumption  with  the  greatest  rea- 
sonable production,  a  woiid  surplus  of  2,442,000  tons. 
The  year  1918  thus  ended  with  the  prospects  for  1919 
uncertain.  The  general  outlook  became  more  definite, 
however,  in  the  first  few  months  of  1919.    The  first 


r  Priees  and  DittrOmtioa  under  Food  Control.*'  Quarterly  Journal  of 
,  ToL  zzxii,  Aucuat,  1918;  alao  "GoTemment  Control  of  Sugar  during  the 
War,"  ibid..  toL  nodii.  AagiMt,  1010. 

*  For  example  in  the  Federal  Reporter  (pobUahed  by  the  Federal  Sugar  Refining 
OoiBpaagr)  of  Deeenber  4,  1018,  the  opinion  waa  e«pcewed  that  the  0  cent  price  waa 
higher  than  warranted,  while  the  Deeenber.  1018,  number  of  the  International  Sugar 
Joomai  (p.  536)  etated  that  the  demand  for  augar  would  probably  exceed  the  eupply 
wmtil  the  new  European  beet  crop  would  become  arailable  later  in  the  year. 
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devdopment  of  significance  was  the  reported  n^ud  &> 
tribution  of  the  surplus  stocks  which  had 
lated  in  Java  during  war  on  account  of  the  scaici^ 
of  shipping  tonnage.  Official  confiimaticm  came  b 
March  ^  that  only  136,000  short  tons  were  unsold  ii 
January,  1919,  following  the  disposition,  mainly  to  tlie 
Far  East,  of  1,734,000  tons  in  the  few  months  precedini. 
The  second  definitive  development  of  the  year  was  tk 
change  in  the  various  crop  estimates.  Cables  eariy  in 
March  reported  a  British  Indian  crop  of  only  2,337,000 
long  tons  as  against  the  December  estimate  of  2,950,- 
000  tons,  a  diminution  of  over  600,000  long  tons.  Hie 
ognificance  of  this  decline  was  the  threat  of  a  heavier 
drain  by  British  India  upon  Java  and  of  a  proportionally 
smaller  quantity  available  therefrom,  for  Eun^  and 
the  Unit^  States.  There  were  changes  also  in  the  crop 
figures  of  other  countries  but  the  positive  and  n^;i^Te 
differences  counterbalanced  one  another.  The  tiiiid 
significant  factor  was  the  increased  consumption  of  the 
United  States  and  Europe.  The  statistics  of  consump- 
tion in  the  United  States  compiled  in  the  spring  of  t^ 
year  showed  a  rate  considerably  above  that  of  the  pre- 
ceding year  or  pre-war  years  and  the  United  Ejngdom, 
which  in  the  last  war  year  1918  had  consumed  only 
45  pounds  per  capita  as  against  a  pre-war  normal  of 
80  pounds,  was  consuming  at  a  rate  of  about  63  pounds. 
The  net  result  of  the  foregoing  factors  was  a  marked 
indifference  on  the  part  of  buyers,  in  the  first  part  of  the 
year  when  the  general  outlook  was  dubious,  and  on  the 

*  Under  date  of  March  25,  1019,  the  American  consul  at  Bataria,  JaTa,  itputed  to 
the  State  Department  that  there  were  only  two  million  picula  of  sasar  (136XX)0 1 
tons)  unsold  by  the  end  of  1018.  This  was  the  result  of  the  formation  of  two  c 
tions,  the  Associated  Java  Sugar  ProducerB,  and  the  Java  Sucar  Ezportets  j 
both  created  in  the  latter  part  of  1018.  The  combined  efforts  of  these  ^ 
resulted  in  the  sale  of  1,326,000  short  tons  shortly  before  the  sacnii^  of  tlie  annisCies  sai 
408,000  tons  in  the  last  two  months  of  1018,  a  total  thus  of  1.734.000  1 
merce  Reports,  June  11,  1910. 
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£  cdher  hand,  a  state  of  nervous  panic  in  the  second 
half  of  the  year  when  the  true  market  conditions  were 

'    realized. 

Various  political  and  economic  conditions  in  the 
United  States  in  1919  aggravated  the  situation  de- 
acribed  above.  Early  in  March,  1919,  an  ''Industrial 
Board''  was  created  by  the  Department  of  Commerce, 
with  the  approval  of  President  Wilson,  to  confer  with 
leaders  in  industry,  with  the  object  of  stabilizing  prices. 
For  a  few  weeks  it  was  anticipated  by  many  in  the  sugar 
trade  that  some  action  might  be  taken  by  this  Board  to 
reduce  the  price  of  sugar  and  the  normal  practice  of 
anticipatory  purchases  was  interfered  with.  When  it 
became  clear  that  no  such  reduction  was  contemplated, 
there  was  still  no  incentive  for  dealers  to  cany  larger 
stocks  than  was  required  from  day  to  day  since  there 
was  little  likelihood  of  any  increase  in  price  before  the 
government  controlled  1918-19  crop  was  distributed. 
This  situation  intensified  the  slow  movement  of  sugars 
in  the  first  half  of  the  year,  while  in  the  last  half  of  the 
year,  when  all  over  the  world  there  was  a  wild  scramble 
for  supplies,  the  demand  in  the  United  States  was  ''in- 
flated" even  further  by  the  strikes  of  longshoremen  and 
marine  workers  ^  and  by  uncertainty  in  relation  to  the 
1920  prospects  for  supplies.' 

Altho  the  "certificate  plan"  of  sugar  distribution  had 
been  discontinued  and  the  sumptuaiy  regulations  for 
public  eating  places,  sugar  using  industries,  and  the 
household  had  been  repealed  December  1,  1918,  the 

*  It  hM  been  reeently  pointed  out  that  from  July  1  to  November  16, 1010.  only  eight 
veeki  were  free  from  etrikes  which  interfered  with  the  movement  of  eugar  from  the 
■oureai  of  supply  to  the  refineries  of  the  United  States.  See  American  Sugar  Bulletin, 
April  aO,  1090. 

*  In  the  last  haU  of  the  year  the  sugar  trade  awaited  anxiously  for  a  declaration  of 
pofiqr  by  the  government  in  relation  to  the  1020  crops.  But  the  conflict  between  the 
IheAiaut  and  Congrsss  over  the  Peace  Treaty  and  the  League  of  Nations  deferred 
dsAnite  aetkm  ontU  the  end  of  December.  In  the  meantime  many  buyers  became  anx- 
low  and  endeavored  to  purchase  as  far  ahead  as  possible. 
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resulting  inci^ease  in  demand  was  not  sufficient  to  ab- 
sorb the  ''slack"  and  an  outlet  in  expoits  was  impe» 
tive.  On  January  11,  1919,  the  Board  announced  ih 
intention  of  permitting  exports  after  February  1,  tk 
amount  exported  to  be  governed  by  the  receipts  of 
raw  sugars.^  The  response  to  this  offering  of  lefinsd 
sugar  for  export  was  not  satisfactory.  Raw  stocks  in  le- 
finers'  hands  accumulated  rapidly,  reaching  230,327  tons 
on  May  24  as  against  155,963  tons  in  the  correspcHidiiiK 
date  of  1918.  A  temporary  price  reduction  to  stimulate 
the  demand  would  have  been  in  accord  with  eoHioniie 
theory  and  sound  business  practice,  but  assurances  of 
the  previous  year  by  the  Food  Administration  to  the 
domestic  producers  precluded  such  action.*  The  Boaid 
attacked  the  problem  from  various  angles:  first,  sodi 
sugars  as  could  not  be  immediately  allocated  to  re- 
fineries were  purchased  and  stored  on  lighters;  second^, 
a  news  release  was  issued  on  April  14,  urging  ccmsumen 
to  anticipate  summer  and  fall  piux^hases;  thirdly, 
133,603  tons  of  raw  sugar  were  sold  from  Cuba,  chiefly 
to  France  and  Canada;  and  finally,  the  British  Royid 
Commission  on  the  Sugar  Supply  was  urged  to  move 
from  the  United  States  as  much  as  possible  of  its  *'tolI" 
sugars  immediately  instead  of  awaiting  the  summff 
months.  These  measures  had  hardly  begim  to  produce 
results  when  the  entire  situation  changed  abruptly 
owing  to  the  causes  described  above.  Instead  of  a  prob- 
lem of  the  disposition  of  surplus  suppUes  the  Board  was 
compelled  to  cope  with  a  serious  shortage. 

By  the  first  week  of  June  refiners  were  oversold  and 
were  either  booking  orders  subject  to  indefinite  delay  or 
withdrawing  from  the  market  temporarily.    To  have 

1  Prerious  to  this  date,  in  1910,  only  such  •ugatB  had  been  ahipped  m  ««re  beiaf 
refined  "on  toQ"  in  behalf  of  the  Britieh  Rosrmi  CommiMioii  on  the  Socnr  Bopplr. 
*  See  Quarterly  Journal  of  Eeonomioi,  toL  xniii,  Aocutt,  1919,  p.  677  ei  pamlm. 
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*  adequately  controlled  the  situation,  an  embargo  on  ex- 
ports should  have  been  imposed,  some  f  onn  of  rationing 
^'  to  prevent  inequalities  in  distribution  should  have  been 
*''  initiated,  and  finally,  active  measures  should  have  been 
'■/  taken  to  punish  those  dealers  who  sought  to  utilize  the 
^  unusual  conditions  to  obtain  exorbitant  or  unfair  mar* 
^  gins.  Because  of  the  demobilization  of  the  War  Trade 
-^  Board  the  imposition  of  an  embargo  on  exports  was 
^*  impossible,  while  in  view  of  the  ahnost  complete 
I    demobilization  of  the  Food  Administration  there  was 
^  no  possibility  of  control  of  distribution  or  the  enforoe- 
^  ment  of  fair  margins.  But  through  its  control  over  re- 
>   finers  ^  the  Board  caused  a  suspension  of  the  shipments 
'    of  toll  sugars  to  the  Royal  Commission  and  a  stoppage 
-    of  all  further  sales  for  export.   It  also  maintained  the 
basic  refiners' price  of  nine  cents  for  granulated.  To  pre- 
vent undue  mar^ns  and  profits  on  this  sugar  after  it 
left  refineries  the  Food  Administration  was  informed 
that  the  Board  would  be  willing  to  pay  any  expenses 
connected  with  the  prosecution  of  dealers  taking  exorbi- 
tant margins.   To  alleviate  local  shortages  in  supply, 
the  Board  purchased  sugars  in  regions  where  there  was 
relative  abundance  (surplus  sugars  of  War  Depart- 
ment and  western  new  crop  beet  sugars)  for  shipment 
to  re^ons  of  scarcity;  refiners  were  authorized  to  pool 
whatever  sugars  were  available  for  equitable  distri- 
bution among  buyers;  and,  in  order  to  husband  the 
supplies  in  the  eastern  territory  until  new  crop  sugars 
became  available  in  January,  and  to  make  certain  that 
this  old  crop  nine  cent  sugar  did  not  become  confused 
with  the  higher  priced  new  crop  beet  sugar  in  the  West 
and  marked  up  accordingly,  eastern  refiners  were  in- 
structed not  to  ship,  after  October  15,  to  the  territory 
west  of  the  Buffalo-Pittsburgh  line. 

1  8eolk»  siii  of  the  oootnot  with  the  refinais  prorided  that  "Moh  raOner  agrees  to 
«oadiiot  fait  or  ito  eiport  borin—  uader  the  dbeotioo  of  the  EqiuJiaatkm  Board/* 
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On  July  29,  representatives  of  the  Cuban  govemmoil 
sent  a  letter  ^  to  the  Board,  requesting  that  negodatioo! 
be  entered  into  by  the  Board  in  behajf  of  the  Unitoi 
States  govenunent  for  the  purchase  of  the  Cuban  cri| 
of  1919-20.  The  directors  thereupon  sent  a  kni| 
memorandum  to  the  President  concluding  as  follows: 

ConditioDS  are  so  abnorauJ  and  the  prospect  of  securiDg  a  repdi 
supply  of  sugar  at  a  reasonable  prioe  for  the  people  of  the  Unite 
States  for  the  year  1920  is  so  uncertain  that  the  Equalisation  Bon 
concludes,  from  a  commercial  point  of  view,  that  its  duty  reqairtti 
to  suggest  to  the  President  that  in  reply  to  the  communicatioD  fni 
the  representatives  of  Cuban  producers,  negotiations  be  entered  bA 
for  the  purpose  of  securing  the  sugar  required  for  the  necesEitie8< 
the  people  of  the  United  States  for  the  year  1920  from  Cuba  uak 
R^mewhat  the  same  anangements  as  the  Equalization  Board  in 
able  to  make  with  the  Cuban  conmiissioners  and  producers  and  ti 
refiners  in  the  United  States  for  the  year  ending  December  31, 1911 

No  action  was  taken  on  the  matter  by  the  Presden 
at  the  time.  On  September  22,  the  representatives  c 
the  Cuban  government  withdrew  their  offer  to  negotiat 
for  the  crop.  Immediately  thereafter  an  important  ste 
forwards  was  taken  in  the  process  of  transition  froi 
government  control  to  normal  market  conditions  in  thi 
American  refiners  were  notified  by  the  Board  to  pui 
cha^  their  raw  sugars  as  in  pre-war  times  in  order  thi 
foreign  buyers  and  domestic  speculators  might  not  pu: 
chase  more  of  the  Cuban  crop  than  was  in  accord  wit 
the  interests  of  the  American  consumers. 

On  September  27,  however,  only  five  days  after  tl 
refiners  had  been  thus  notified,  an  inquiry  into  the  sugj 
situation  by  the  Senate  Committee  on  Agriculture  an 
Forestrj'  was  authorized  by  the  Senate.  This  Con 
mittee  was  to  make  its  investigation  and  report  to  th 
Senate  on  the  reasons  for  the  shortage  of  sugar  and  th 

>  This  letter  and  the  full  corrcApondence  between  the  Board  and  the  White  Hon 
are  to  be  found  in  the  Hearing  before  the  Subcommittee  of  the  Conimittee  on  Agi 
culture  and  Forettiy,  United  Sutef  Senate,  6Gth  Cong.,  on  Senate  Ree.  197. 
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=;?  jdeeirability  of  continuing  the  Sugar  Equalization  Board. 
■s^The  immediate  effect  was  to  discourage  refiners  from 
^^eDtering  the  raw  sugar  market,  as  urged  by  the  Board, 
e-trinoe  another  year  of  government  control  was  again  a 
qg  probability.  It  is  not  possible  within  the  scope  of  this 
^  psper  to  give  the  tedious  tho  instructive  details  of  the 
bearings  before  this  Conunittee  and  its  majority  and 
^*^  minority  recommendations  to  Congress.  Suffice  it  to 
[^  Btate  that  the  outcome  was  the  enactment  of  the  Me- 
rc Nary  bill  ^  on  December  20, 1919,  almost  three  months 
^  after  the  initiation  of  the  hearings  before  the  Com- 
*  mittee. 

:  This  act  authorized  the  President  to  continue  the 
I  Sugar  Board  for  the  year  1920  and  to  require  thedireo- 
'  tors,  ''if  found  necessary  for  the  pubUc  good''  to  carry 
'  out  a  plan  for  securing  an  adequate  supply  and  an 
equitable  distribution  of  sugar  at  a  fair  and  reasonable 
price  to  the  people  of  the  United  States.^  But  there  were 
DO  provisions  for  export  and  import  control  nor  for 
fieenang  power  over  the  various  branches  of  the  domes- 
tic industry  after  Jime  30,  1920.  Moreover  the  zone 
qnstem  of  distribution  was  prohibited  so  that  ''sugars 
shall  be  permitted  to  be  sold  and  to  circulate  freely  in 
every  portion  of  the  United  States."  The  directors  of 
the  Board  felt  that  it  was  then  entirely  too  late  to  in- 
stitute government  control  for  1920  and  that  the 
McNaiy  act  was  deficient  in  too  many  respects  and  so 
notified  the  President  of  the  United  States.  On  De- 
cember 31, 1919,  the  President  signed  the  bill  but  a  few 
days  later  issued  a  statement  that  "on  the  basis  of  the 
facts  presented  and  the  conclusions  reached  by  the 
Sugar  Equalization  Board,  the  President  has  decided 
that  the  authority  conferred  by  the  McNaiy  sugar  act, 

t  **An  Aet  to  provide  for  the  national  welfare  by  oontinuinc  the  United  States 
Bagu  BqnaKiation  Board  until  December  31, 1020,  and  for  other  purposes."  Approved 
Doeembsr  81. 1910. 
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passed  Deo^nber  20,  so  far  as  it  involves  the  purdiiR 
and  distribution  of  the  Cuban  crop  by  the  goyenmMt^ 
should  not  be  exercised."  It  was  not,  thonrfore,  tiDtk 
first  week  in  January  that  the  refin^^  w«e  eoafaledto 
mter  the  raw  sugar  maricet  for  1920  sunJies  with  M 
Goofidaioe  that  there  would  be  no  f  urth»  govenuuot 
interfoBnoe.  The  ^ect  of  this  delay  iqxMi  new  cnp 
prices  is  described  below. 

Better  progress,  however,  was  made  in  the  removal  of 
govtfnmrat  import  restrictions.  The  g;reat  demaadior 
sugar  in  the  last  quarter  of  the  3rear  made  it  adviaaUe  to 
allow  importations  of  foreign  sugars  from  all  poaafak 
sources  and  the  Department  of  State  annwmpfd  qb 
November  8  that  free  importation  ctf  sugar  woold  be 
allowed  ezc^  from  Soviet  Rusoa  and  Cdba  Qi 
December  1,  1919,  the  agreement  with  tlie  Cdhn 
govenmMnt  as  to  the  1918-19  crop  eipired^  aad  fM- 
dom  of  importata<m  was  reestablished  aficr  a  kpKrf 
two  years.  On  December  31, 1919,  the  wmtocfc  Usmol 
the  Sugar  Board  and  the  refinoB  expired  and  tkeaclin- 
ties  c^  the  Board  thereafter  were  only  in  reiasaoa  tolk 
settlement  of  claims  and  the  liquidation  of  al  1 
matters.  On  February  16, 1920,  trading  in  sc 
on  the  New  York  C<^ee  and  Sugar 
pended  by  Mr.  Hoover  on  August  16.  1917.  voe  is* 
sumed  but  with  the  trade  rules  somewhat  msMss^oA » 
prevent  wide  fluctuations. 

By  Februaiy  16,  therefore,  the  entire  sa^BT  za^ 
f undiooed  practically  as  in  pre-war  time&.  eangfi  ti&iC 
the  Department  of  Jurtice  was  attempdog  m)  (Bmsoi 
domestic  new  crop  prices  through  utifixasuiL  oet  m 
powefs  granted  by  the  Food  C<Hitrol  Act.  JkSi&ii.  an- 
sumed  to  be  attaddng  the  entire  '^higfa  c«»t  <sc  ibanf  * 
IMToUem.  special  attention  was  directed  tismssm  w 
sugar  tiade>  primarily  because,  in  the  mmmmasmi 
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'^  tnnsition  from  a  govermnent  controlled  basis  to  free 
^^*  ttiaiket  conditions,  sugar  producers  were  at  a  loss  as  to 
^'  pfoper  prices.   On  October  21,  the  Attorney  General 
^'  directed  beet  sugar  producers  to  sell  their  crop  at  not 
'^  more  than  10  cents  per  pound  seaboard  basis,  less  2  per 
^  cent  for  cash.    This  price  was  raised  to  10}  cents  on 
^'  November  14, 1919.  It  was  not  intended  that  any  pro- 
ducer should  sell  at  a  loss,  these  prices  being  merely 
-  tentative  bases  for  finisher  investigation  by  the  Depart- 
s  ment.    Many  of  the  smaller  companies  consequently 
{^  nld  some  of  their  sugars  in  November  at  11  to  131 
t   cents.     On  November  8,  1919,  the  Attorney  General 
I  mpproved  of  a  maximum  price  of  17  cents  wholesale  for 
t   Louisiana  plantation  clarifieds  and  18  centsfor  Louisiana 
dear  granulated  and  ordered  the  United  States  At- 
torney at  New  Orleans  to  prosecute  any  producer  or 
refiner  who  charged  in  excess  of  these  prices.  In  con- 
nection with  the  importation  of  foreign  sugars  which 
were  being  offered  at  a  duty  paid  price  of  14  cents,  and 
upward,  the  Department  of  Justice  ruled  that  no  specific 
price  would  be  considered  ''unfair"  provided  that  no 
excessive  margin  were  made  in  the  resale  to  the  domestic 
trade. 

In  this  last  quarter  of  1919  a  striking  illustration  was 
afforded  of  the  impracticability  of  government  control 
d  prices  through  the  attempted  enforcement  of  ''fair 
margins."  During  the  period  of  control  by  the  Food 
Administration  and  the  Sugar  Equalization  Board, 
contracts  between  the  govermnent  and  the  various 
branches  of  the  industry  formed  the  basis.  Through 
general  publicity  as  to  the  prices  established  by  contract 
with  producers  and  refiners  abnormal  distributing  mar- 
gins were  rendered  impossible.  Differences  in  prices 
between  domestic  and  foreign  producers  were  absorbed 
by  the  government,  so  that  a  uniform  price  prevailed 
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ihrou^out  the  United  States.  But  under  the  amuip- 
ment  in  effect  in  the  last  quarter  of  1919,  a  differal 
fnAmmiiin  price  was  established  by  the  Department  d 
Justice  for  the  Louisiana  producer,  the  beet  [mxiiieer, 
and  the  importer  (A  foreign  trades.  Hopdess  confuaioa 
was  the  result  and  all  manner  of  price  jugging  bj 
deal^s  was  made  possible. 

Hie  conditions  which  caused  refiners  to  dday  antiei- 
patoiy  purchases  of  the  1919-20  crop  raw  sugars  have 
been  eq)lained  above.  This  delay  resulted  in  a  carious 
practice  in  the  trade,  the  so-i^lled  *'tcXi  refining." 
Many  manufacturers  of  commodities  in  which  sugar  is 
a  ccnistituent  became  apprdiensive  at  the  apparent 
indiffaimoe  exhibited  by  r^ners  and  entered  the  raw 
sugar  market  in  Cuba,  purchasing  directly  or  throo^ 
bn^ers  all  or  a  agnificant  portion  of  th^  1920  le- 
quirunaits.  Arrangements  were  then  made  with  refin- 
ing companies  in  the  United  States  for  the  rtfning  of 
the  raw  sugars  so  purchased,  at  a  definite  conQq)eQsation 
per  pound.  By  this  device  refiners  were  freed  from  the 
risk  involved  in  entering  an  uncertain  maiket  while  the 
manufacturers,  to  whom  adequate  supply  was  more 
important  than  price,  were  assured  of  their  necessary 
requirements. 

The  rather  curious  result  of  this  procedure  was  that 
the  consumers,  through  purchases  of  sugar  in  the  form 
of  candy,  soft  drinks,  ice  cream,  and  a  host  of  other 
"luxury"  products  for  which  the  demand  appeared 
inelastic  and  for  which  the  increase  in  price  was  not  so 
visible,  were  forcing  upward  the  price  of  sugar  for 
household  use,  for  which  the  demand  was  more  dastic 
and  where  the  increase  in  price  was  shockin^y  clear. 
Consequently,  the  price  for  Cuban  sugar  of  the  1919-20 
crop  soared  from  6.5  cents  per  pound,  f .  o.  b.  Cuba  in 
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^  the  early  paxt  of  August  to  11.62  cents  per  pound  in  the 
^  first  week  of  January,  and  this  high  price  persisted 
throughout  the  month.  In  the  first  week  of  February, 
the  influence  of  laiger  volume  of  production  in  Cuba  and 
Porto  Rico  and  the  ''hand  to  mouth"  piut^hases  of  the 
r^ners,  resulted  in  a  continuous  price  decline  until  on 
Februaiy  26  the  low  point  was  reached  of  8.74  cents  per 
ix>und.  At  this  date  public  interest  in  the  situation 
waned,  since  these  declining  prices  apparently  marked 
the  end  of  the  transition  period  from  government  con- 
trol to  normal  market  conditions. 

But  just  at  this  time,  as  it  happened,  the  effect  of  a 
serious  drought  on  the  island  of  Cuba  became  manifest. 
There  were  pessimistic  reports  as  to  the  final  outturn  of 
the  crop,  which  had  been  previously  estimated  by  the 
various  experts  at  from  4,300,000  tons  ^  to  4,436,000 
tons.'  Later  reports  indicated  a  decline  from  the  first 
estimates  of  over  600,000  tons,  or  about  14  per  cent. 
Influenced  by  these  reports,  the  price  of  raw  sugar 
mounted  steadily  from  8.74  cents  per  pound  f.  o.  b. 
Cuba,  to  22  cents  on  May  31.  The  inunediate  effect  of 
these  high  prices  was  a  series  of  Congressional  investiga- 
tions, "^th  a  presidential  election  only  a  few  months 
away,  these  investigations  were  not  without  poUtical 
portent.  It  was  attempted  at  various  times  to  fix  the 
blame  upon  President  Wilson  for  his  delay  in  authoriz- 
ing the  Sugar  Equalization  Board  to  piut^hase  the 
Cuban  crop  of  191&-20;  upon  Professor  F.  W.  Taussig 
for  his  minority  report  to  President  Wilson,  advising 
against  government  control  of  the  sugar  business  for 
1920;  upon  Attorney  General  Palmer  for  authorizing 
the  maximum  price  of  17  cents  for  Louisiana  sugars, 
which  action,  it  was  claimed,  excited  the  '^  cupidity  of 
Cuban  producers";   upon  the  profiteers  and  hoarders 

1  WOlfltt  and  Gny't  prdiiiiiiutfy  ettinukte. 

•  IMiiimi  of  CabMi  itatiitiniaM  Mmtn,  JoAQuim  OuiBA-LMndro  M«ier,  HftraiiA. 
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and  upon  the  sugar-ufiing  manufactaiera  wiio  had  pv- 
chased  in  Cuba  regardless  of  price. 

Was  this  experiment  in  the  domain  of  state  miff- 
ference  in  industry  and  trade  a  success  or  a  faifaneT 
To  answer  this  question  it  is  only  necessaiy  to  reed 
why  government  control  of  the  sugar  business  hm 
originally  undertaken.  Stated  in  most  compact  fooB, 
tho  perhaps  crudely,  the  situation  was  that,  in  avoMfing 
utiliiation  of  diipping  tonnage,  desperately  required  fer 
more  essential  purposes,  in  long  hauls  to  such  sources  16 
Java,  the  Allies  became  increasingly  dependent  upon 
Cuba  for  raw  sugar  supplies.  The  amount  avaihUe 
for  the  United  States  was  thus  correspondin^y  redaeed 
and  to  prevent  soaring  prices  and  to  adjust  demand  to 
available  supplies  the  aibitraiy  war  emergency  power  of 
the  state  was  invoked.  That  prices  were  kept  at  hw 
level  during  the  war  and  in  the  year  1919  throu^  the 
work  of  the  Food  Administration  and  the  United  Statee 
Sugar  Equalization  Board  needs  no  demonstraticm  at 
the  present  time,  when  in  a  competitive  market,  under 
basic  conditions  varying  but  slightly  from  those  obtain- 
ing during  the  period  of  control,  the  retail  price  d 
granulated  sugar  is  anywhere  from  25  to  30  cents  per 
pound.  Nor  was  this  low  price  to  the  consumer  at  the 
expense  of  a  declining  production,  for  in  this  period  of 
fixed  prices,  production  in  the  United  States  and  Cuba 
increased  from  5,035,713  long  tons  to  about  5,799,000 
tons. 

That  adjustment  between  supply  and  demand  ms 
effected  is  also  no  longer  open  to  question,  f <»*  in  the 
year  1918  when  conservation  was  imperative  the  cod- 
sumption  in  the  United  States  was  restricted  to  about 
100,000  ^  tons  below  the  pre-war  average  and  3O0l000 

>  T1i«M  ficurei  are  from  the  reporto  of  the  SUtiitioel  DepeitMHt  eff  Ike  rvH^ 
8tAtei8ac»rEqaaIintlon  Board.  Figoree  of  the  Department  of  C 
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tons  below  the  consumption  of  the  previous  year,  a 
decrease  of  about  8  per  cent.  On  the  other  hand  in  1919, 
when  conservation  was  no  longer  imperative,  the  supplies 
made  available  were  about  400,000  tons  above  the  pre- 
vious record  consumption  and  about  600,000  tons  above 
the  pre-war  average.  As  to  the  economic  efficiency  and 
equity  in  distribution  the  situation  differed  at  various 
periods.  In  the  period  between  June  1  and  Decem- 
ber 1,  1918,  under  the  operation  of  'Hhe  certificate 
plan,"  ^  the  most  effective  control  of  distribution  was 
witnessed.  Before  the  spring  of  1918  there  was  an 
undue  reliance  upon  voluntary  effort,  but  even  then  the 
pooling  of  the  output  by  producers  and  the  institution 
ci  machinery  for  allocation  of  supplies  so  pooled  and  the 
restrictions  upon  sugar-using  industries  relieved  several 
otherwise  hopeless  situations.  In  1919,  there  was  no 
machinery  or  legal  power  for  control  of  distribution  and 
exports  and  the  Sugar  Equalization  Board  performed 
effective  service  with  blunt  tools.  It  must  not  be  for- 
gotten that  whatever  was  accomplished  in  sugar  dis- 
tribution was  performed  without  the  utilization  of  the 
expensive  and  repressive  card  rationing  system  in 
vogue  in  most  countries  in  Europe. 

There  can  be  no  doubt  that  the  main  ends  for  which 
state  interference  in  the  sugar  budness  was  instituted 
were  accomplished.  Government  control  of  the  sugar 
business  was  a  successful  experiment  in  the  domain  of 
economic  enterprise.  Granting  this  conclusion,  was  not 
an  error  made  in  failing  to  accept  the  offer  of  the  repre- 
sentatives of  the  Cuban  government  for  the  purchase  of 

Tndi  Jo«inial  asree  in  roand  numben.  The  same  f otcm  which  operated  to  bring  about 
ihm  Ugh  1919  eonramption  were  all  preeent  in  1918  and  there  is  little  doubt  that  the 
1018  eonramption,  unreetrieted,  would  have  equaled  the  1919  record,  on  which  baaia 
tbete  woold  appear  a  reduction  of  17  per  cent.  But  even  aa  compared  with  the  previoua 
J9tn  a  aubatantial  conservation  is  shown. 

>  See  Qoarteriy  Journal  of  Economics,  ydl.  zzjdii,  August,  1919,  p.  706  et  passim 
for  a  dssciliHkm  of  this  method  of  distribution. 
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the  191&-20  crop  and  in  discontinuance  of  gpvemma 
control  over  distribution  and  prices  of  sugar. 

The  events  of  1919  and  the  first  half  of  1920,  \ 
described  above,  have  made  it  clear,  first  that  with  tk 
war  emergency  over,  most  elements  in  tiie  communit 
are  unwilUng  to  continue  the  war  time  subordinanoe  ( 
self-interest  to  the  common  good;  second,  that  the  hig 
business  ability  which  volunteered  for  national  servk 
during  the  war  could  not  be  retained  indefinitdy  at 
most  wearying  and  thankless  task.  Without  these  ti 
basic  factors,  there  could  have  been  no  effective  govra 
mentcontrol.  Inaddition,politicalmotivB8,siibotdiiiito 
in  a  period  of  national  peril,  rise  inevitably  to  theflo 
face  in  peace  times.  One  need  but  review  the  maim 
in  which  the  sugar  situation  has  beccxne  a  pofiticalfoo 
ball  in  the  last  six  months  to  be  oonvinced  of  tt 
fact  Furthermore,  there  is  obvious  ecraiooiiefiDKj  11 
volved  in  arbitrary  restrictions  on  the  price  of  a  aag 
commodity  without  compensatory  restrictians  open  tl 
commodities  entering  into  its  productioQ.  Betan  1 
open  market  conditions  had  unexpected  and  unwefeoo 
results;  but  retention  of  war  control  would  have  bee 
equally  unwelcome  and  public  dissatirfactjon  woui 
doubtless  have  been  as  great. 

JOSHITA  HKBSBABSt 
Johns  Hofkins  Unitsrsitt. 
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RECENT  TEXTBOOKS 

Professor  Taylor's  book^  is  ''intended  for  the  student 
uid  the  fanner  interested  in  the  study  of  those  economic  prin- 
ciples which  underlie  the  effective  organization  of  the  farm, 
%nd  for  the  statesman  interested  in  establishing  laws  and 
institutions  for  the  development  of  agriculture."  Agricul- 
tural economics  is  defined  as  treating  ''of  the  selection  of 
[and,  labor  and  equipments  for  a  farm;  the  choice  of  crops  to 
be  grown,  the  selection  of  live  stock  enterprises  to  be  carried 
3n,  and  the  whole  question  of  the  proportions  in  which  all 
these  agencies  should  be  combined."  It  will  be  noted  that 
the  discussion  specifically  includes  Farm  Management  and 
treats  "farmer's  problems  not  merely  from  the  social  point  of 
new,  but  also  from  the  individual."^  As  a  basis  for  such 
treatment  the  author  naturally  finds  it  essential  to  discuss 
problems  of  costs  and  prices  as  well  as  wages,  interest,  and 
rent.  In  addition  we  have  effective  presentation  of  American, 
md  for  contrast  English,  land  history  and  tenancy;  a  dis- 
cussion of  problems  of  marketing  and  of  price-fixing;  a 
chapter,  furnished  by  Dr.  J.  C.  Galpin  and  Miss  E.  J.  Hoag, 
>n  The  Social  Side  of  Farm  Life;  and  a  concluding  chapter 
yn  Methods  of  Stud3ang  Agricultural  Economic  Questions, 
rhis  gives  a  presentation  of  farm  accounts  and  a  compari- 
son of  historical,  geographical,  statistical,  and  experimental 
nethods  of  study.  Aids  to  the  student  are  furnished  in  a 
rather  extensive  use  of  maps,  charts,  and  diagrams  and  a 
rather  limited  use  of  problems  appended  to  important  chap- 

1  Asrieohurml  Eoonomiot.  By  Henry  C.  Taylor.  New  York,  The  MMmilUn  Com- 
Mny,  1919.    Pp.  x,  439.   «3.50. 

•  See  the  Mtide  by  Profavor  John  lee.  *'Wh»t  b  Rund  Eoonomiee,"  ihie  Journal, 
f^bnary,  1990,  pp.  SOQ-819. 
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ten.  The  yohmie  suggests  doee  oontaet  with  the  faim  aal 
{vrmere,  and  a  isympathetie  i4>preciatkm  of  their  probkn 
ereii  when  the  mnswers  reached  are  not  the  same. 

The  eeoDomie  discossioii  is  straitfy  limited  to  audi  adv 
jectB^  and  parts  of  sabjects,  as  pertain  doedty  to  thebnn.  If 
this  is  to  be  the  on^y  book  placed  in  the  hands  of  the  fomiff, 
student  or  statesman,  it  will  hardly  give  a  basis  for  a  tino 
iind»standing  of  sndi  proUems  as  wages,  interest,  and  rdI 
Would  it  not  be  wdl  that  the  f arm^s  viewpoint  on  wan 
for  instance,  be  broadoied  by  a  study  of  the  problem  in  tbe 
lai^ge?  Emn  wages  are  not,  in  fact,  an  iaoiated  phcnnmfiWL 
They  are  necessarify  affected  l^  the  scaicity  or  abundaneecf 
the  genoal  labor  suf^^y  i^  by  the  intensity  of  demand  m 
the  genoal  labor  mariret.  And  there  are  abundant  indBcatkn 
in  presoit  day  discussions  of  the  problem  of  taipiilyiiig  cor 
{aims  with  labor  that  both  formers  and  *^-^^*»fr*>  htye  too 
narrow  an  outlook  on  this  question.  The  same  qnestaoaanei 
in  the  treatment  of  interest,  where  more  epttoe  18  gives  to  die 
need  of  fann  credit,  the  G^man  co5pentive  ae&mtod^ 
tions,  and  the  Federal  Fann  Loan  Act  llian  to  the  H^ 
diflBcult  problem  of  int»est  itself .  Tc^  thefamer^boiktf  a 
capitalist,  and  as  a  man  frequently  critical  of  "tibe  rHiaihM 
distribution  of  wealth,  needs  a  sound  undexstazufiz^  of  die 
function  of  ci^futal  in  modem  production  and  of  the  phoe  of 
interest  in  distribution.  Less  criticism  attmcfaes  to  ihe  ^Mis- 
sion of  rent,  tho  one  may  stiD  regret  that  the  tz^eaitmeiit  wu 
not  broad  enou^  to  include  aD  uses  of  land  and  a  saggeBM 
at  least  of  the  Sin^  Tax  theory.  The  antlKir  has  dioBeD  to 
include  in  one  chapter  the  Ricaixhan  theony  of  Teat  and 
Walker's  theory  of  profits.  Throug^Kyut  there  is  anTi^wa^«tf 
onphasis  on  the  importance  of  managerial  ability  in  iansiiii 
operations.  And  "common  observation'^  is  cned  to  dtfnr 
"that  competition  tends  to  distribute  the  faimerB  in  the  ffi- 
ferent  grades  of  land  in  accordance  with  their  fAciency.  die 
A  grade  farmer  on  the  first  grade  land,  the  B  grade  :&D3ner  oa 
the  second  grade  land,  and  so  on." 

With  this  dearcut  and  doub^  ^iforoed  statement  of  ^ 
maiginal  pitxhicer  theory  in  mind  there  is  ^>«fc"Oi  il^sn  a  ae^ 
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tain  hesitant  and  doubtful  attitude  toward  economic  theory 
of  idiich  the  following  passage  is  symptomatic.  "Economists 
have  a  theory  that  prices  tend  to  equal  marginal  costs ;  this  is 
thouf^t  to  be  true  because  it  is  assumed  that  the  man  who  is 
producing  at  a  loss  wiU  drop  out,  or,  if  the  supply  is  short  the 
price  will  rise  to  the  point  attracting  others  less  favorably 
situated  to  enter  the  same  line  of  production,  thus  tending  to 
fnaintAJn  the  price  at  a  point  equal  to  the  greatest  cost,  tho 
at  any  given  time  they  might  be  far  apart.  There  seems  to  be 
flome  relation,  therefore,  between  the  highest  cost  necessary 
to  produce  the  desired  supply  and  the  price  which  in  the  long 
run  wiU  have  to  be  paid  in  order  to  get  the  supply."  This 
extremely  cautious  acceptance  of  a  doctrine  which  would 
aeem  deariy  based  on  the  theory  of  rent  and  profits  adduced 
finds  scant  play  in  the  discussion  following;  for  this  turns  on 
the  difficulties  of  cost  accounting,  on  alternative  opportunities 
of  the  farmer,  on  long  versus  short  time  results  and  on  the 
highly  important  principle  of  joint  costs.  The  conclusion  is 
favorable  to  the  formation  of  a  ''properly  organized  price 
ocmunission."  Such  a  commission  might  ''inaugurate  an 
educational  program  which  would  improve  the  mutual  atti- 
tude of  mind  of  the  producer  and  consumer  toward  each 
other";  might  be  a  "desirable  medium  for  collective  bar- 
gaining between  the  organized  producers  on  the  one  hand  and 
the  (»ganized  distributors  on  the  other,"  which  appears  to  be 
the  logical  outcome  of  recent  tendencies;  and  its  guidance 
might  make  the  "too  little  understood  law  of  supply  and 
demand"  work  much  more  equitably  than  when  the  isolated 
producers  meets  the  great  distributing  corporations. 

There  is  an  effective  presentation  of  the  function  of  the 
middlanan  joined  with  appreciation  of  the  reasons  for  the 
farmer's  attitude  toward  his  charges.  "  The  real  issue  between 
the  farmer  and  the  middleman  relates  to  the  fairness  of  the 
charge  made  for  the  service."  Later  the  beUef  is  stated  that  a 
g;reat  part  of  the  middleman's  f imction  is  performed  for  a  fair 
charge.  Likewise  as  to  government  regulation:  the  farmer 
''may  not  have  any  too  much  confidence  in  the  government, 
but  eq)erience  will  teach  him  that  the  government  is  at  least 
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w  trustworthy  as  any  comprehensive  oiiganuation  whidi  k 
can  build  to  perform  this  function  of  securing  fair  plif." 
The  difficulties  of  c5operative  marketing  are  presented  frai 
the  standpoint  of  an  observer  of  many  farmers'  co6penthe 
failures  and  with  appreciation  of  the  difficulty  of  reaching 
from  the  local  to  liie  central  market  and  el  competing 
with  large  scale  market  organisation.  Yet  the  six  yein 
successful  experience  of  the  Wisconsin  Cheese  Prodooen' 
Association  which  was  advised  by  the  State  Board  d  Pnblie 
Affairs  and  the  Agricultural  College  and  bkssed  with  a 
'*  local  leader  who  was  willing  to  work  for  nothing  and  botid 
himself  in  good  missionary  fashion"  is  stated  as  gnxmd for 
the  bdief  **that  wherever  the  farmers  ha^e  the  ri^t  metde 
they  can  co6perate  successf uUy  to  reach  out  into  the  cotnl 
markets.*' 

I'nqualified  approval  may  be  given  to  the  hsQarkal  (Sb- 
ciuviixn  of  land  tenure  and  of  farm  tenancy  in  the  Uniied 
Stat^Yk  And  the  statement  of  English  coodrcnns  cvei  a 
iUuiuinating  and  broadening  basis  of  comparDscn.  Urk 
intervst  attaches  to  the  conclusions  stated  as  »  cuai  raaaef. 
K\-idence  is  quoted  to  show  that  while  tenaoOT  im  biai 
pivsent  since  the  beginning  of  our  nation,  "ic  hm  ifvor  bea 
kvktxi  upon  as  a  stepping  stone,  a  temporary  zxifsuxs  xi  ^ 
quiring  the  use  of  land,  and  not  as  a  permacieci  nHnzicuii  iir 
any  individual.*'  This  is  still  the  general  shia&^iicn.  ixo  n 
k'K^'ned  degree.  "The  statistics  show  an  iz>fr*9tse  ji  -ae  iff- 
centi^K*  of  tenancy  and  it  appears  thai,  cc  -iie  jt^sm^ 
faran^r^  grv^w  older  as  tenants  than  they  did  vbai  jmii  -^aiofi 
wt*rv  Iv^wer/* 

Horv  is  much  matter  of  interest  to  studec.-.  iirans:  au 
^^Csitii'tfnian.  Its  study  will  enlarge  their  apcnH!Si.-iini  d  it 
jvHctioal  problems  affecting  our  agricuiizir^I  Tumuauoa 
Tht^iv*  is  e%-idence  of  wide  acquaintance  whi  acrtruhzsi. 
liumture  and  with  the  farmer  as  he  is.  7^  :u2inn;£?  a 
Farm  Management  furnish  a  wealth  of  pracT:r::iil  afnal  Rat- 
ing with  ciL^ting  American  agricultural  cccf±rannr  tuu  f 
a-ise  advice  for  the  farmer  which  cannot  be  uniimn^r  re- 
A'nted  in  a  review.   It  may  be  only  an  unccmsisinu^  xtses> 
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monal  bias  that  suggests  that  the  underlying  economic 
theory  is  not  always  as  broadly  stated  and  as  vigorously  ap- 
plied and  enforced  as  the  economist  could  wish.  Enough  is 
done  to  abundantly  justify  the  text  if  we  adhere  to  the  au- 
thor's belief  that  ''the  pioneer  stage  is  only  now  passing"  in 
the  writing  of  books  on  agricultural  economics. 

The  intent  of  Mr.  McPherson's  voliune  ^  is  "to  set  forth  in 
general  and  in  broad  outlines  the  sequence  of  cause  and  effect 
in  the  determination  of  prices,  wages,  interest,  profits,  and 
rent.  There  is  largest  emphasis  on  questions  of  value,  wages, 
and  profits.  The  discussion  is  said  to  be  a  continuation  of  a 
porevious  voliune  entitled  How  the  World  Makes  Its  Living. 
However,  it  is  complete  in  itself  and  amounts  to  a  treatise  on 
distribution.  To  follow  its  reasoning  one  is  required  to  master 
a  novel  nomenclature.  Beginning  with  the  idea  of  utilities, 
we  have  "final  utilities"  equivalent  to  consumption  goods; 
"sources  of  substance,"  land;  "substance,"  utilities  derived 
from  land;  and ''instruments  of  production  "or  capital  goods. 
The  statement  of  terms  in  distribution  may  be  directly 
quoted:  "Wage  is  return  for  man  hoiurs  applied  in  the  pres- 
ent. Rent  and  interest  are  return  for  the  ri^t  to  utilize  the 
results  of  man  hoiurs  applied  in  the  past.  Profit  is  the  surplus 
ci  credits  received  over  debits  incurred  in  the  application  of 
man-hours  in  the  present  to  the  results  of  man-hoiurs  applied 
in  the  past.  Thus  rent  is  profit  to  the  owner  of  property  that 
has  been  leased,  and  interest  is  profit  to  the  investor  of  ac- 
cumulated credits  upon  security."  This  form  of  statement, 
as  well  as  the  emphasis  placed  throughout  upon  profits,  indi- 
cates the  departure  from  the  accepted  usage  of  these  terms. 

The  book  is  written  from  the  evolutionary  point  of  view. 
Beginning  with  primitive  society  it  endeavors  to  trace  eco- 
nomic development  through  barter  and  money  to  a  credit 
economy  and  to  explain  at  the  various  stages  the  emergence 
of  price,  the  division  of  labor,  the  use  of  capital,  and  the 
modem  problems  of  distribution.    This  ambitious  project 

1  The  Plow  of  Value.  By  Logan  G.  MePhenon.    New  York«  The  Century  Com- 
,1919.  Pp.zi.  473. 
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mhniftfttff  in  the  propoad  of  'Utunate  unitB  of  prodnctiai 
and  ooumnpCkm.''  It  eonoeins  a  ""otOity  unit"  found  Iqr 
**detcnninmg  the  caw!  ntiil  utilitieB  in  their  annpfaBt  tonmwd 
inthdrreapectiFepiopartioPBreqmrBdfor  theaopportoftk 
amplest  man  today '' — foradaj.  On  the  aide  <tf  prodnctiai 
we  detennine  the  nomber  of  man  hoiira  required  to  prodoa 
fliich  a  want-otility  miit  and  use  this  as  a  force-cHBij  waaL 
Ahfao  thv  8i«ntaon  »  admitted  to  be ' '&tf>  f^cfaed,'' 111901- 
flible  of  deienninatioo  with ''einen  an  af^xoacfa  to  exactitnle" 
and  *^iMJCfiwari|y  hypothetical,"  it  yet  finds  pramioent  phee 
in  oar  aotbor's  saminaiy  and  restatement.  The  impoflsOdity 
of  such  ultimate  units  has  been  frequently  ^HRpnapd  d  ud 
finds  pbee  here  only  because  it  innstntes  the  author's  pobit  of 
Tiew.  Bfgmning  wUh  a  primitive  aoci^y  in  which  saqifipeot 
production  bears  direct  rdation  to  satisEaction  of  ooosomp- 
tion,  the  author  holds  stubbonily  to  this  conception  of  de 
relation  of  wants  to  efforts.  The  undertying  theoiy  of  nbe 
is  the  labor  theory  and  in  cwf oimity  with  this  theoqr  m 
note  certain  striking  omiwynns  in  the  diartMrian  ThereisiD 
dinrunnion  or  conception  <tf  the  law  of  diminishing  utili^. 
Wants  are  regarded  as  fixed,  as  governed  by  the  avaihbk 
income,  or  the  discussion  IB  held  to  the  idea  of  neoesBsiy  sub- 
sistence. There  is  do  statement  (rf  the  fAmili^r  idea  of  the 
adjustmoit  (rf  wants  as  prices  rise  and  falL  Again,  thoeisDO 
appreciation  d  the  importance  of  the  law  of  Himinighmg 
returns  and  its  rdation  to  expanding  population  and  rising 
food  prices.  How  far  the  discussion  is  from  such  an  af^xedt- 
tion  may  be  illustrated  by  a  naive  exiJanaticm  6[  rising 
agricultural  prices  in  the  United  States.  Because  €)f  expsnd- 
ing  markets  ''there  was  the  flow  oi  effort  [t.  e.,  lalxx*]  from 
agriculture  to  manufacturing  pursuits.  Th»:ef ore  during  the 
first  decade  of  the  tw^itieth  century  the  Himinifthiiig  supply  of 
foodstuffs,  especially  ol  the  meats,  in  relation  to  the  pc^pd*- 
tkm  brou^t  an  advance  in  their  prices  in  relation  to  the  prices 
of  manufactured  (xoducts."  Another  quotation  may  be  prof- 
fered in  this  connecticm  relating  to  the  high  prices  of  lutsn 
sites.  ''There  would  not  be  such  high  prices  were  not  profit 
obtained  by  those  who  so  utilised  the  land,  and  these  wooU 
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ot  obtain  profit  were  there  not  an  intensity  of  demand  for 
be  utilities  produced  by  means  of  that  utilization.  There- 
eyre  the  so-eaUed  unearned  increment  applies  not  only  to 
ihoee  who  have  property  in  the  land,  but  to  every  one  who 
obtains  utilities  produced  by  means  of  its  utilization.  The 
o-called  unearned  increment  arises  from  interrelation  be- 
tween supply  and  demand  which  enables  high  profit  to  be 
obtained  from  its  utilization."  This  attempt  to  make  the 
anooent  purchaser  of  utilities  derived  from  scarce  urban 
lands  a  sharer  in  the  unearned  increment  may  stand  as  an 
szample  of  the  author's  consistent  defense  of  profits  and  of 
the  penetration  of  his  reasoning  concerning  modem  economic 
iociety. 

The  book  is  noteworthy  from  its  failure  to  appreciate  the 
importance  and  bearing  of  the  lengthening  of  the  period  of 
production  which  develops  with  machine  industry  and  wide 
Ibrision  of  labor.  The  time  element  and  payment  for  waiting 
liave  no  place.  Utilities  produced  by  man-hours  in  the  past 
lie  supposed  to  pay  for  the  utilities  produced  by  man-hours 
in  the  present,  with  qualifications  as  to  the  efficiency  of  the 
labor  involved  but  never  with  reference  to  the  periods  of  time 
involved  before  the  emergence  of  final  utilities.  Finally, 
there  is  no  recognition  of  the  effect  of  the  development*  of 
inequalities  of  wealth  and  income  on  prices,  wages,  and 
profits.  We  read:  ''The  proportion  of  the  aggregate  effort 
ievoted  to  the  production  of  the  essential  underlying  utilities 
HriD  determine  the  proportion  that  can  be  devoted  to  the 
production  of  other  utilities."  Unfortunately,  with  our  rich 
uid  well-to-do  competing  for  comforts  and  luxuries  in  the 
ooarkets,  it  is  quite  as  f requentiy  true  that  their  demand  for 
iuch  goods  is  first  met  and  the  remainder  of  the  aggregate 
sffort  devoted  to  the  production  of  essential  underlying  utili- 
ties. It  is  not  true  that ''the  essential  conmiodities  would  have 
bo  be  produced  for  all  the  population."  Always  some  are  starv- 
ing. Frequentiy  famines  have  depleted  populations.  Did  the 
landlords  forego  comforts,  or  even  luxuries,  in  the  days  of  the 
Irish  famine? 

The  book  is  replete  with  such  statements  as  the  following: 
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'^The  lowest  wage  any  employee  would  accept  would  be fti 
adequate  for  the  purchase  of  the  utilities  Deccaaiy  farti 
subdstence."  There  are  no  parasitic  industries  in  the  boo^ 
in  view.  There  is  an  overabundance  also  of  repetitious,  wd 
sometimes  arithmetical  elaboration,  of  the  merdy  obnooi 
The  essential  defect  of  the  book  is  that  it  is  built  upbylopol 
deduction  from  an  unreal  hypothetical  society  rather  tin 
from  study  and  analysis  of  the  facts  of  our  compUcated  mod- 
ern society.  The  omission  of  the  vital  facts  and  infliMDeei 
indicated  renders  sudi  discussion  futile  and  sterile. 

Professor  Thompson  ^  has  written  his  volume  for  i# 
school  use.  Its  point  of  view  is  stated  in  the  preface:  ''Snoe 
the  great  bulk  of  the  leaders  of  tomorrow  can  have  do  other 
acadonic  training  in  economic  principles  than  that  gainedia 
the  public  high  school  it  is  highly  essential  that  the  textbook 
placed  in  their  hands  should  be  something  more  than  ai 
introduction  to  a  college  course  to  be  pursued  two  oar  three 
years  hence.  It  should,  with  due  regard  for  the  capaote 
of  hi^  school  pupik,  endeavor  to  introduce  its  readeratothe 
principles  that  underlie  business  and  det^mine  in  laige 
measure  the  practices  of  the  business  wcxid."  The  content 
of  the  book  is  thus  inclusive.  Its  outline  proceeds  in  tra- 
ditional fashion  through  Consumption,  Productioii,  Ei- 
change,  and  Distribution;  chapters  on  the  usual  subjects  in 
Applied  Economics  —  Transportation,  Banking,  Trusts, 
Labor  Problems  —  are  interspersed.  There  is  even  a  diaptcr 
on  Marketing,  periii^  the  best  in  the  text,  and  a  ccndndiDg 
chapter  on  Taxation. 

Special  aids  to  the  student  are  provided  in  the  indusioD  of 
pictorial  illustrations;  in  a  rather  elaborate  use  of  diagraiDS, 
charts,  and  tables  of  statistics;  and  in  the  exercises  and  prob- 
lems, together  with  supplementary  readings  which  ck)se  eadi 
chapter  and  to  which  some  sixty  or  seventy  pages  are  devoccd. 
For  each  chapter  we  have  a  list  of  questions  covczing  dK 
subject  matter  of  the  text,  a  list  of  exercises  intoided  to  Aow 

*  Elejoenteiy  EoooomioB.  with  Special  Refercnee  to  Sodal  wmd  1 
m  thm  Uaitod  StetM.   By  Cbaries  M.  TliompMa. 

Compttny.  isaa  Pi>.  zii,  4aa  ai.44. 
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Aie  rdatioD  of  the  text  to  practical  affairs  and  a  list  of  prob- 
lems to  test  the  student's  apprehensioD  of  the  subject  matter. 
[t  18  generally  agreed  that  such  questions,  exercises,  and 
piobkins  work  best  in  the  hands  of  their  originator.  And  it 
nay  be  doubted  whether  the  high  school  teacher  will  have 
time  to  make  the  f uUest  and  most  effective  use  of  this  ma- 
terial. With  some  exceptions,  it  seems  well  considered  and 
north  while.  The  chapter  references  are  confined ' '  to  stand- 
ird  college  texts  in  economics."  There  is  also  a  classified 
bibliography  (pp.  411-414).  The  references  generally  include 
mch  diverse  material  as  BuUock,  Ely,  Fetter,  Fisher,  John- 
»n,  Seager,  Seligman,  and  Taussig.  What  gain  would  come 
\o  the  average  high  school  student  from  the  endeavor  to  com- 
pare and  reconcile  such  varied  material  7 

Inevitably  in  the  attempt  to  include  so  much  subject  mat- 
ter within  the  limits  of  350  pages  of  text  there  is  great  brevity 
rf  statement.  The  difiiculty  is  much  increased  by  the  en- 
leavor  to  include  historical  matter  in  connection  with  such 
mbjects  as  the  tariff,  banking,  money,  and  labor  problems. 
rfae  extreme  compression  resulting  from  such  a  policy  of  all 
indusiveness  may  be  illustrated  by  an  analysis  of  the  chapter 
m  Trani^)ortation.  Of  the  fifteen  pages  given  to  the  subject, 
bhree  are  covered  by  the  exercises  and  problems,  one  by  illus- 
trative material,  three  by  historical  matter  dealing  with 
praterways,  roads  and  canals,  three  are  devoted  to  govern- 
ment r^ulation  and  the  Interstate  Ck)nmierce  Act.  This 
[eaves  a  scant  four  pages  for  the  difficult  subject  of  railroad 
economics.  Here  are  included  —  they  can  hardly  be  said  to 
be  discussed  —  the  principle  of  diminishing  costs,  dis- 
Briminations,  railroad  competition,  the  principle  of  joint  costs, 
''charging  aU  (italics  mine)  that  the  traffic  will  bear,"  and  the 
long  and  short  haul  principle.  Comment  seems  needless  on 
such  heroic  condensation,  yet  the  illustration  is  a  fair  one. 
hie  we  to  expect  high  school  students  to  gain  anything  of 
real  and  lasting  value  from  so  compact  a  statement  ? 

The  book  abounds  also  in  ill-considered  and  inexact  state- 
ments—  peculiarly  perilous  as  an  offering  to  immature 
students  with  slight  abiUty  to  discriminate.   In  the  chaptei^ 
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joBt  analjned,  for  example,  we  read  that  "railroads  find  it 
profiUMe  to  do  9ome  of  their  business  at  a  loss."  Thk  ia- 
possible  statement  is  in  (xmnection  with  the  difmawns  d 
joint  ooste  in  ratennaking.  A  somewhat  similar  statemenii 
found  in  a  discussicm  of  rising  priees  (supposed  to  hm 
doubled).  Weshallagreethata  widow  with  $600  inoGme en 
bii^  but  half  as  mudi  as  before.  But  we  may  dissent  from  He 
statement:  ''In  reality,  then,  her  inoome  had  shrunk  fraa 
tOOO  to  $300.''  There  are  numerous  misleading  pangnpii 
and  diapter  headings.  For  instance:  ''Federal  Beecffe 
Bank  Notes"  heads  a  chapt^  discussing  Federal  Besem 
Notes;  an  errOT  the  more  regrettable  since  the  two  imiBBaie 
nowhore  differentiated,  tho  Federal  Resolve  Bank  Notes  are 
dted  in  the  f(nms  of  money  in  circulation.  A  pangnph 
headed  "A  Comprdiensive  Han  for  Social  Insuianoe"  &- 
cusses  the  Workmen's  Compensation  plan  at  the  AmericiB 
Association  tat  Labor  Legislaticm.  And  the  final  chaplerm 
the  secticHi  on  Distribution  is  headed:  The  Share  of  tiie 
Government  in  Distribution  (Taxation).  Eaiiier,  too,  tiis 
is  listed  as  a  fifth  share.  The  discussion  is  the  famfliar  one  of 
govenmient  revenues  and  expenditures.  It  would  be  diflkidt 
to  justify  such  a  sdieme  for  a  fifth  share  in  distributioiL  It  is 
impossible  to  excuse  such  an  attempt  to  stimulate  unity  of 
treatment  where  in  reality  none  exists. 

This  will  suffice  to  indicate  the  character  of  ProfeaBor 
Thompson's  text.  A  word  may  be  added  in  regard  to  the 
problem  of  high  school  texts  in  economics. 

Grant  at  the  outset  that  the  subject  must  be  tau^t  to 
students  of  such  immaturity.  This  demands  of  the  text  used 
a  clarity  of  statement,  wealth  of  illustration  and  extent  of 
discussion  not  compatible  with  undue  brevity  of  treatment. 
The  high  school  teacher  is  an  essential  part  of  the  proUem. 
He,  or  she,  will  seldom  or  never  be  a  specialist.  He  will  have 
limited  time  to  devote  to  economics  classes.  He  will  not  be 
well  prepared  to  cope  with  all  subjects  in  applied  economics. 
All  of  which  is  to  say  again  that  the  high  school  text  must  be 
of  sufficiently  extended  treatment  to  stand  alone.  Again  the 
high  school  curriculum  can  devote  little  time  to  our  subject 
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—  less  than  at  present  in  view  of  the  pressure  to  put  all  sub- 
jects needed  for  citizenship  into  the  high  school.  The  high 
school  may  be  the  "finishing  school"  of  the  majority  of  our 
citizens;  but  to  include  a  subject  in  a  curriculum  is  not  to 
finish  its  inculcation  into  the  minds  of  students.  And  if  we 
beUeye  that  the  education  of  the  student  is  "finished"  when 
he  leaves  high  school,  the  problem  is  hopeless  and  may  as  well 
be  abandoned  so  far  as  economics  is  concerned.  Unless  he  is 
to  pursue  the  subject  independently  after  school  days  the 
introduction  gained  in  a  semester's  or  a  year's  high  school 
study  will  have  at  best  a  slight  value.  Granted  that  there  is 
hope  for  future  study,  the  wise  plan  would  seem  to  be  to 
devote  all  student  time,  teacher  ability  and  text  space  to  a 
discussion  of  the  central  theories  in  economics,  with  the  in- 
clusion of  such  Implied  problems  in  money  and  banking  as  are 
essential  to  their  presentation  and  comprehension.  Sure^no 
more  can  be  accomplished  under  the  inevitable  handiciqxi  in 
our  high  schools.  To  attempt  more  is  to  invite  failure.  This, 
it  may  be  said  by  way  of  anticipation,  is  substantially  the 
scheme  followed  by  Professors  Turner  and  Clay  in  the  texts 
reviewed  below;  tho  in  both  cases  a  more  mature  audience  is 
had  in  view.  If  so  much  is  well  done,  the  pupil  has  been 
introduced,  and  may  continue  his  acquaintance  with  eco- 
nomics as  the  duties  of  citizenship,  the  needs  of  business,  or 
his  interest  in  learning  suggest.  If  this  be  the  true  and  wise 
plan  for  a  high  school  text,  the  one  now  under  discussion  is 
defective  in  plan  and  treatment. 

As  the  title  would  suggest.  Professor  Turner  ^  does  not  at- 
tempt to  treat  exhaustively  the  whole  field  of  economics  but 
limits  himself  to  a  discussion  of  principles.  This  limitation  is 
departed  from,  however,  in  the  inclusion  of  four  introductory 
historical  chapters.  It  may  be  that  "economic  institutions 
can  be  adequately  comprehended  only  in  the  light  of  their 
historical  development"  but  it  does  not  follow  that  it  is 
worth  while  to  preface  economic  principles  with  historical 

>  Introdnotion  to  Eoonomiot.  By  John  R.  TuriMr.  New  York,  Chaiki  Serib- 
ner't  Sons,  1019.    Pp.  zri,  641. 
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diflcuflsion  which  of  necessity  is  inadequate  in  eoDteat  mk 
background.  Sunilar  criticism  does  not  attach  to  the  {» 
concluding  chapters  dealing  with  corporations  and  the  pnb- 
lems  of  monopoly  and  trust  oonl^td.  Th^  may  serve "% 
exemplify  principles''  but  represent  an  entai^ement  of  He 
scope  indicated  by  the  title  of  the  volume.  Theve  aie  ptgei, 
moreover,  given  over  to  merely  controversial  matter  wUek 
seem  out  of  place  in  an  introductory  text.  To  the  writer  t 
seems  clearly  inadvisable  to  vex  and  distract  the  betr^ 
burdened  beginner  with  such  matter.  Its  discussioD  is  rather 
for  the  trained  warriors  in  the  scioioe;  textbook  writers  best 
serve  their  readers  when  they  limit  themsdves  to  a  stru^ 
forward  consistent  presentation  of  one  point  <rf  view.  To  aid 
such  beginners  there  is  large  use  by  Professcx'  Turner  of 
graphic  illustration,  and  "exercises  in  the  form  of  questioniy 
problems,  and  fallacies"  are  added  to  each  chapter. 

The  nature  of  the  theoretical  discussion  is  indicated  by  the 
author's  prefactory  statement  that  he  has  ''fdkmed  the 
tendency  to  abandon  the  artificial  classification  ctf  piodiicti?e 
factors  into  land,  labor,  and  caiHtal,"  and  has  ''{xefenedto 
use  the  term  desirability  rather  than  utility  in  the  nhe 
problem."  In  all  these  matters  he  has  loyally  followed  Pro- 
fessor Fetter,  whose  doctrines  and  terminol(^y  are  here 
popularized.  The  choice  of  words  may  be  a  matt^  of  indif- 
ference for  the  presentation  of  theories.  But  for  an  intro- 
ductory text  it  gives  the  imtrained  student  a  false  idea  of 
dissimilarity  between  authors.  For  this  reason  one  questioos 
the  advisability  in  such  a  text  of  departing  from  the  use  of 
the  well  established  word  utility.  This  question  is  emphasised 
by  noting  that  the  author  has  not  alwayB  consistently 
avoided  it. 

Value  is  defined  from  the  subjective  viewpoint  as  "the 
importance  which  one  attributes  to  an  objective  good  or 
service."  Price,  then,  takes  the  place  of  value  as  usually 
defined  and  is  ''the  quantity  of  goods  given  or  received  in 
exchange  for  another  good.''  But  these  are  matters  of  defini- 
tion merely  and  the  discussion  of  the  problem  of  value  is 
the  accepted  marginal  utility  theory  with  perhaps  undue 
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emphasis  on  the  subjective  valuations  of  the  sellers  in  the 
Biarket. 

The  peculiar  viewpoint  of  the  theories  stated  develops  in 
the  discussion  of  problems  of  production  and  distribution. 
There  is  strong  emphasis  on  the  law  of  proportionality  as 
"the  most  important  topic  in  economics.''  The  relative 
scarcity  of  productive  agents;  the  combination  in  most  ef- 
fective fashion  of  ''long  and  short  factors"  and  the  principle 
of  resistance  accoimt  for  the  scarcity  of  products  and  in  turn 
for  their  price. 

There  is  no  discussion  of  distribution  in  the  accepted  sense 
of  a  division  of  the  social  dividend.  Instead  there  is  a  dis- 
cussion of  contractual  relations  with  an  evident  intent  to 
conform  to  the  terminology  of  business.  Rent,  wages,  and 
interest  are  all  special  applications  of  the  general  problem  of 
price.  Thus:  rent  is  a  "payment  for  the  temporary  use  of 
any  durable  agent  other  than  men."  '  'Wage  is  the  price  paid 
by  one  person  to  another  on  accoimt  of  labor  performed." 
Interest  is  the  "market  price  on  money  loans."  Profits,  on 
the  contrary,  are  a  non-contractual  income  and  represent  the 
net  residue  when  the  entrepreneur  "sells  the  product  and  sub- 
tracts all  the  contractual  costs."  This  view  of  incomes  as  a 
contractual  relation  is  insisted  upon  without  reference  to  the 
important  group  of  self-employed  —  well  illustrated  by  the 
American  farmer  —  or  of  users  of  their  own  durable  goods  or 
cs^ital.  We  read,  for  example,  that  "two  men,  the  one  a 
renter  and  the  other  employed,  may  do  precisely  the  same 
thing,  may  hoe  side  by  side  in  the  same  potato-patch,  may 
perchance  receive  incomes  exactly  equivalent  for  their  serv- 
ices, and  yet  one's  income  is  profits  and  that  of  the  other  is 


Manifestly  one  cannot  enter  into  a  controversy  of  such 
dimensions  and  long  standing  as  this  attempt  to  break  down 
the  distinction  between  capital  and  land  and  to  supply  a 
theory  of  distribution  conforming  to  business  usage  within 
the  limits  of  a  review.  The  first  attempted  innovation  seems 
to  the  reviewer  to  rely  essentially  on  an  overemphasis  of 
static  conditions  within  our  highly  dynamic  state.  For  short 
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periods,  (r*  under  aflsamed  static  ooiiditk>ii8y  it  maj  be  tm 
that  land  and  the  exiflting  supply  ct  capital  goods  react  k 
similar  fashion  under  a  princiide  (rf  resistance,  but  in  thekig 
run  under  dynamic,  idiich  is  to  say  actual,  cooditiaDB  tk 
reaction  is  essentially  dissimilar.  The  discossicm  dL  tk 
second  innovaticm  need  not  go  b^ond  Professor  T^mKi^ 
text  to  devdop  the  fact  that  these  contractual  ineomes  ire 
but  surface  indicatimis  in  a  limited  view  of  underiying  eco- 
nomic forces.  The  discussion  of  the  contractual  wage  is 
backed  by  the  custKHnaiy  consideration  of  population  prob- 
lems and  of  eflSciency.  It  closes  with  the  familiar  fonnuh: 
"Wages  are  determined  by  the  discounted  marginal  prodoet 
(rf  labor."  To  determine  that  margin  all  laborers,  edf- 
employed  as  weD  as  hired  must  be,  and  are,  induded  in  the 
consideration.  The  scarcity  and  the  efficiency  of  the  labor 
force  cannot  be  otherwise  determined.  Similari^  in  the  case 
of  interest;  back  of  the  per  cent  paid  for  loanable  funds  is  the 
fact  of  "time  discount"  and  the  d^xttalintion  ctf  all  dorabk 
goods.  Mon^  loans  are  of  ne^ic^e  importance  fay  com- 
parison with  these  fundamental  ecozKnnic  facts.  Can  we 
justify  a  discussion  which  places  emphaab  on  a  matter  of 
such  slight  importance  and  obscures  the  fundamental  ?  Onr 
great  group  of  independent  farmers  —  our  most  important 
single  group  from  every  viewpoint  —  get,  following  Professor 
Turner,  an  income  called  profits.  Yet,  it  is  obvious  that  that 
income  is  affected  and  conditioned  by  —  and  in  turn  affects 
and  conditions  —  the  wage  of  hired  labor  in  agriculture  and 
other  fields;  the  rent  of  lands  and  durable  goods,  both  agri- 
cultural and  urban;  and  the  interest  paid  on  capital  funds  in 
all  fields.  Society's  prime  interest  is  in  the  explanation  of 
incomes.  These  understood,  no  serious  difiKculty  lies  in  the 
way  of  our  understanding  of  contractual  relations.  The  teit 
inmisbes  an  explanation  of  incomes  at  once  novel  and 
stimulating.  In  the  opinion  of  the  revie¥rer  it  is  upon  this 
underl3ang  explanation  that  attention  should  be  directed  and 
due  emphasis  placed.  Failure  to  do  so  is  to  curtain  the  under- 
lying reality  from  view  behind  its  superficial  manifestations. 
Such  imreality  has  further  manifestations  in  the  far-fetched 
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character  of  numerous  illustrations  employed  and  in  the  slight 
emphasis  placed  on  inequality.  The  wide  differences  in  the 
capacities  and  characters  of  men,  and  in  wealth  and  income, 
are  facts  of  capital  importance  in  modem  societies  and  a 
discussion  of  production  and  distribution  which  does  not  give 
these  hard  facts  due  weight  and  emphasis  neither  applies  to  a 
real  society  nor  is  adapted  to  the  needs  of  the  beginner.  It  is 
the  rare  student  who  is  troubled  by  no  doubts  as  to  the  jus- 
tice of  modem  distribution  and  who  is  never  challenged  to 
defend  its  seeming  and  its  real  injustices.  To  these  questionSi 
so  urgently  pressed  today,  there  is  no  adequate  answer  prof- 
fered. It  can  hardly  be  inferred  that  the  existence  and  im- 
portance of  such  inequalities  is  recognized.  There  are  many 
stimulating  passages  in  Professor  Turner's  tesct  and  the  pres- 
entation is  fresh  and  direct.  The  dissent  here  expressed  is 
based  on  a  feeling  that  the  theories  advanced  develop  through 
inteDectual  chess  pla3dng  with  economic  theories  rather  than 
through  persistent  study  of  the  natures  of  men,  the  facts  of 
business  and  the  experiences  of  society. 

Professor  Clay's  book,^  as  stated  in  the  preface,  was  written 
with  two  purposes  in  view.  First,  that  it  might  be  adapted  to 
the  use  of  the  general  reader,  endeavoring  ''to  do  for  tlie  eco- 
nomic organization  as  a  whole  what  Bagehot  and  Mr.  Hart- 
ley Withers  have  done  for  a  part  of  it,  the  credit  system  —  to 
explain  the  principles  of  its  constmction  and  working  in  the 
language  of  ordinary  life,  and  with  reference  to  the  experience 
and  interest  of  the  ordinary  man."  Second,  to  apply  the 
conclusions  of  economics  to  the  allied  studies  of  poUtics  and 
ethics;  "to  indicate  what  light  economics  can  throw  on 
Ruskin's  question:  'what  is  wealth  ?  '  "  In  preparing  the 
American  edition  Professor  Agger  has  wisely  interfered  as 
Uttle  as  possible  with  the  author's  presentation,  introducing 
no  change  in  theory  or  in  general  economic  philosophy. 
"English  examples  were  replaced  with  American  examples, 
and  concrete  matter  of  pmrely  British  interest  has  been 

1  Economics,  An  Introduction  for  the  General  RMder.  By  Heniy  day;  Ameri- 
can edition,  edittd  by  Agger.  New  York,  The  MacmiDan  Company,  1819.  Pp.  zriii, 
456.  $3.00. 
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deleted/'  The  teact  thus  remains  easentJaUy  EngiiaL  b 
foundations  are  laid  in  KngKah  pc^ticai,  social,  and  industzid 
conditions.  It  has  in  view  throughout  the  English  had 
system;  the  English  social  classes  —  ^^iipeap^**  ''iniddk''ud 
''working"  —  the  ambitionless  Englinh  worker  and  pro- 
fessional man  who  "once  he  has  got  his  standard  of  life  «- 
cured,  has  little  further  interest  in  money  getting  and  wiDoot 
press  for  more";  the  British  inequalities  of  wealth  aod  in- 
comes; and  the  present  British  attitude  toward  the  entrance 
of  state  into  industry.  This  essentially  l^^gligH  viewpoint 
and  philosophy  may  not  detract  from  its  value  for  the  goiail 
reader  who  has  knowledge  of  American  industrial  and  sodsl 
conditions,  but  would  seem  to  make  the  book  of  doubtful 
service  as  a  college  text  in  the  United  States.  So  used,  it 
would  present  a  statement  of  conditions  foreign  to  the  Ro- 
dents' experience  and  hamper  future  study  by  a  false  start 

The  text  is  eminently  readable.  The  machinery  of  chapters 
and  topical  divisions  and  of  paragraph  headings  is  weD 
managed  and  helpful.  The  book  is  well  organised  and  wisely 
arranged.  The  discussion  marches  straight  forward  from 
introduction  to  conclusion.  This  is  no  light  task  in  a  subject 
so  interrelated  and  interdependent  as  is  economics.  It  attains 
brevity  and  simplification  through  skillful  presentation,  apt 
illustration,  and  wise  selection  and  rejection  of  material  rathar 
than  through  heroic  condensation.  The  subject  matter  in- 
cluded is  such  essential  theory,  description,  and  criticism  of 
production  and  distribution  as  prepares  the  way  for  the  five 
concluding  critical  and  constructive  chapters.  Of  these  two 
deal  with  The  State  and  the  Economic  Organization  and 
the  final  three  with  Wealth  and  Welfare.  It  seems  obvious 
that  it  was  for  these  chapters  that  the  book  was  written, 
and  for  the  purpose  the  book  was  splendidly  conceived  and 
executed. 

The  book  is  intensely  interesting  for  the  strikii^  evidence 
it  gives  of  the  influence  on  the  author  of  two  distinct  streams 
of  thought.  One  begins  with  Adam  Smith,  flows  in  due 
course  through  Ricardo  to  Mill,  Marshall  and  the  straitly 
orthodox  economists  of  the  present  day.  The  other  arises  in 
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the  communism  of  Plato;  is  emiched  with  the  sparkling 
waters  of  Utopia,  strengthened  —  and  muddied  —  by  the 
energies  of  Marx,  whose  name  and  theories  constantly  recur 
in  the  text,  and  finds  its  conclusion  in  the  slack  water  of  "the 
idealists  of  the  nineteenth  century,  Carlyle,  Ruskin,  and 
Morriis/'  These  two  streams  the  author  would  merge  into 
one. 

For  the  most  part  the  theory  of  the  book  is  orthodox.  It 
analyzes  the  existing  order  in  the  accepted  way.  We  find  in 
turn:  the  law  of  comparative  cost  in  foreign  trade,  the  ac- 
cepted explanation  of  crises,  the  marginal  utility  theory  of 
value,  wages  depending  on  the  discoimted  marginal  pro- 
ductivity of  labor,  and  the  Ricardian  theory  of  rent.  There 
is  an  En^ish  touch,  again,  in  the  inclusion  of  interest  in 
profits.  With  so  much  that  is  orthodox  one  notes  with  sur- 
prise bordering  on  astonishment  the  ignoring  of  Malthus. 
So  far  as  this  book  is  concerned  he  might  never  have  lived 
and  written,  and  the  student  who  depends  on  this  text  wiU 
never  know  that  there  is  a  population  problem.  The  increase 
of  population,  even  at  the  rate  of  a  million  yearly  is  no  prob- 
lem since  "there  are  1,000,000  people  to  feed,  clothe,  and 
amuse  —  plenty  of  employment  there;  and  there  are  close 
on  1,000,000  more  people  producing  and  earning  —  a  plenti- 
ful source  of  pa3rment  there!  '^  Later  we  have  the  Ricardian 
theory  of  rent  with  no  apphcation  of  the  law  of  diminishing 
returns  to  the  population  question.  We  have  wages  and 
standards  of  living  discussed  without  reference  to  their 
effects  in  birth  rates.  "The  conception  of  the  standard  of 
life  influences  wages  only  by  producing  concerted  action  or 
tacit  combination  among  the  workers  who  supply  a  certain 
kind  of  labor";  it  "leads  them  to  act  together,  almost  auto- 
matically, whenever  real  wages  are  threatened."  There  is 
direct  r^erence  to  birth  rates  in  connection  with  the  discus- 
sion of  the  subsistence  theory  of  wages,  with  the  conclusion 
that  "the  history  of  the  working  classes  in  the  nineteenth 
century  has  refuted  the  theory.  In  western  countries  popula- 
tion does  not  respond  to  increase  in  wages  in  the  way  this 
theory  requires.    If  anything,  the  reverse  is  the  case;   as 
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wases  lise  the  birth  rate  falls,  and  the  lowest  reocmled  bb& 
rates  are  in  those  states  where  the  woiicer  has  exoeptioiiaSy 
hi|^  wages,  nam^  in  Australia  and  among  the  native  ban 
population  (rf  Rhode  Island  and  New  Jeraey/'  Why  tUt 
should  be  so  is  unexidained  unless  it  be  by  way  of  oontnBi 
with  the  eariio*  statement  that  the  Subsistenoe  Theoiy  of 
Wages  is  a  "true  account  of  the  influences  goveniiiig  the 
remuneratkni  of  labor  ammig  unieflective  and  custran  lidden 
peq;)le,  irtio  have  never  known  more  than  a  bare  phyacBl 
subsistence."  This  is  suppcHrted  l^  the  ezperi^ice  of  E^ 
and  India  under  British  control.  The  inference  seems  to  be 
that  Professor  Clay  does  not  recognise  a  pc^yulation  problem 
in  an  enh^tened,  twentieth  century  peofde. 

A  related  omission,  symptomatic  of  the  underlying  phil- 
osc^y  of  the  book,  is  the  failure  to  face  the  questioD  of 
diffoences  in  the  inborn  qualities  of  men.  Throu^iout  there 
18  mudi  emphasis  <m  the  facts  of  inequality  ctf  wealth  and  in- 
come and  the  resultant  loss  in  satisfaction  and  wdfare.  Bat 
the  argument  is  that  the  ''chief  cause  id  inequality  of  in- 
come" is  "the  inequality  of  social  q[>portunity."  AcoioDaiy 
of  this  point  of  view  is  the  treatment  of  the  inheritance  of 
wealth.  This  is  declared  to  be  the  most  important  method  of 
''acquiring  wealth  without  rendering  service"  and  for  it  no 
defense  is  stated.  Quite  the  contrary:  "The  advocates  of  free 
enterprise  and  competition  should  advocate  the  aboliticm  of 
inheritances;  the  results  of  such  a  policy  would  be  interesting 
and  very  different  from  the  present  system."  As  a  condusifHi, 
this  is  disappointingly  weak. 

Outoroppings  of  the  radical  and  idealistic  stream  of  in- 
fluences are  plentiful.  We  read:  "Different  systems  of 
morality  produce  different  types  of  economic  organiiatioD; 
but,  just  as  truly,  different  economic  systems  produce  dif- 
ferent types  of  morality;  the  economic  organisation  is  not 
like  a  motor  which  will  take  us  anywhere,  it  will  take  us  only 
in  certain  directions  and  may  even  run  away  widi  u^*' 
Again,  "Aristotle  defined  a  slave  as  a  living  tool  and  the 
phrase  describes  precisely  the  wage  earners  in  indubUies  that 
have  passed  through  the  Industrial  Revcdution;   the  sia- 
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jority  of  government  employees  are  in  the  same  category." 
And  most  strikingly  in  the  discussion  of  division  of  labor  and 
its  effects  on  the  workers.  "What  is  it  prevents  the  social 
revolution  ?  It  is  not  a  scientific  understanding  of  the  rea- 
sons of  these  inequalities,  or  any  doubt  as  to  the  possibilities 
ci  reorganising  industry  without  them,  for  no  study  is  so 
neglected  in  England  and  the  United  States  as  the  scientific 
study  of  economic  organization.  The  explanation  is  largely 
habit,  the  inertia  of  uneducated  masses,  the  fatalism  that  is 
almost  inevitable  after  ten  hours  a  day,  five  and  a  half  days 
a  week,  and  fifty  weeks  a  year  of  monotonous  toil  in  a  factory. 
But  another  explanation  is  that  the  people  who  suffer  most 
imder  the  present  system  have  the  habit  of  initiative  rig- 
orously ground  out  of  them  by  the  S3rstem.  If  they  have 
ideas  of  something  better,  they  have  no  experience  of  putting 
ideas  into  effect.'' 

Such  passages  suggest  the  age-long  conflict  between  high 
ideals  and  hard  facts;  between  idealistic  and  materialistic 
tendencies;  between,  in  this  text,  the  stream  of  orthodox 
economic  theory  and  the  dreams  and  hopes  of  idealistic  re- 
formers. Professor  Clay  finds  the  way  out  in  examining  the 
relations  of  the  state  to  the  economic  organization,  with  the 
conclusion  that  ''there  is  no  adequate  ground  for  the  exist- 
ing presmnption  against  state  enterprise."  We  have  emphasis 
on  the  growing  field  of  monopoly,  and  approbation  of  the 
TCnglish  solution  of  direct  state  ownership  of  public  service 
corporations.  The  discussion  concludes:  ''Utility  to  a  com- 
munity is  one  thing,  utility  to  individuals  anotiier.  Where 
individual  values  and  social  values  coincide,  the  supply  of 
services  can  be  left  to  private  enterprise;  where,  as  in  so 
many  cases,  they  do  not  coincide,  the  state,  or  some  other 
public  body,  must  act.  In  the  case  of  government  enterprise 
a  conmiercial  loss  may  be  a  social  gain." 

The  concluding  chapters  effectively  present  the  contrast 
between  wealth  in  the  sense  of  product  and  wealth  in  the 
sense  of  welfare.  This  is  familiar  ground  enough.  Inequali- 
ties in  distribution  admittedly  cause  loss  in  the  total  of  hap- 
piness or  welfare.    The  producer  often  is  sacrificed  to  the 
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product.  ' 'Tbeprindple  lacks  leoogmtion  that  w<nlaiicBiie 
entiUed  to  be  treated  as  persons  not  merely  as '  hands.' "  It 
18  granted  also  that  the  state  may  interfere  ^dieie  dear  gvi 
in  wdfare  will  result  even  tho  wealth,  i.  e.,  product^  may  be 
sacrificed.  Whether  the  state  can  by  direct  action  Mag  sbooi 
the  uKxralisation  of  the  economic  organiaation  would  seema 
open  question  in  a  democracy.  It  depends  on  the  atlitodecf 
the  people  toward  such  moralisation.  And  they  may  fail  m 
completely  of  apprehending  Ruskin's  fine  idealism  as  did  be 
in  ccMnprdiending  the  facts  of  the  economic  oi^ganisation  and 
the  theories  of  the  economists.  Whatever  our  views  cf  tbe 
solution  proposed,  and  of  the  underlying  phfloeofdiy,  thsnb 
are  due  Professor  Clay  for  their  consistent,  stimulating  ind 
persuasive  presentation. 

Chablbb  E.  Pebsoni. 

Boston  UinvKBsnT  Collbgb  of 
Business  Administration. 


BERTRAND  RUSSELL  ON  SOCLALISM 

The  disturbing  insistence  of  the  socialist  movement  has 
drawn  the  attention  of  not  a  few  students  of  philosophy,  and 
especially  of  German  Hegelians  and  Neo-Kantians,  to  a  field 
which  must  not  be  left  wholly  to  the  politician  and  the  econ- 
omist. Of  all  philosophers,  however,  one  might  expect  tbe 
great  English  exponent  of  realism,  imbued  with  the  spirit  of 
the  physical  sciences  and  of  piire  mathematics,  and  regarding 
ethical  motives  as  ''a  hindrance  to  the  progress  of  phil- 
osophy," to  be  among  the  last  to  find  his  way  into  the  pas- 
sionate world  of  socialistic  thou^t.   As  a  matter  of  fact  a 

f  Uttle  book  on  German  Social  Democracy  from  his  pen  ap- 

peared as  early  as  1896,  before  he  achieved  fame  as  a  fM- 
osophical  writer;  and  since  January,  1917,  three  books  and  a 

%  number  of  articles  give  evidence  of  the  intensity  of  his 

I 
i 
f 


Digitized  byVjOOQlC 


REVIEWS  757 

oonoera  with  the  social  problem.*  He  writeSi  moreover,  not  as 
a  sdentisti  but  in  the  spirit  of  an  artist  and  lover  of  liberty, 
with  a  keen  sympathy  for  all  those  hmnan  impulses  which  are 
most  thwarted  and  outraged  by  the  strains  and  pressures  of 
our  modem  "Great  Society." 

His  social  theory  is  expressed  in  the  language  of  individual- 
ism. ''Political  ideals  must  be  based  upon  ideals  for  the 
individual  life.  .  .  .  The  problem  of  politics  is  to  adjust  the 
relations  of  human  beings  in  such  a  way  that  each  severaUy 
may  have  as  much  good  as  possible."  The  good  in  human  life 
comes  through  the  dominance  of  the  creative  or  constructive 
impulses  which  aim  at  ''the  kind  of  goods  in  which  there  is  no 
privacy  and  no  possession."  They  favor  reverence  for  the 
personality  of  others.  Evil  comes  from  the  poe^essive  im- 
pulses which  "aim  at  acquiring  or  retaining  private  goods 
that  cannot  be  shared."  As  men's  impulses  are  molded 
partly  by  opportunity  and  environment  our  institutions 
should  be  such  as  to  encourage  the  creative  rather  than  the 
possessive.  Capitalism  does  violence  to  oiur  better  impulses. 
It  robs  the  majority  of  security  and  liberty.  It  commercial- 
izes and  perverts  the  creative  impulses  when  they  ap- 
pear. Throughout  Russell's  social  writings,  implicitly  and 
explicitly  and  at  almost  every  turn,  we  come  upon  a  condem- 
nation of  the  present  order  from  a  point  of  view  predom- 
inantly psychological.  It  tallies  in  large  measure  with  the 
opinions  set  forth  by  those  who  are  now  applying  the  various 
brands  of  "new  psychology"  to  industrial  and  political  prob- 
lems. But  there  is  no  parade  of  the  latest  phraseology  and  we 
are  spared  all  reference  to  Freud  and  the  Freudians.  State 
Socialism  (which  is  taken  to  include  Marxism)  is  condemned 
on  the  same  grounds  as  Capitalism,  for  its  menace  to  freedom 
and  creativeness.   Anarchism  "should  be  the  ultimate  ideal 

>  Hm  Prindplea  of  SocUl  Reoonttruction.  1917.  (Published  in  thia  country  under 
tlie  len— fionml  title.  Why  Men  Fight.)  With  ehaptera  on  The  State,  War  at  an  Institu- 
tiont  Property,  Education,  Marriafe  and  the  Population  Question,  and  Religion  and 
tlie  Clmrehes. 

Political  Ideals.  1917.  A  brief  and  somewhat  more  systematic  exposition  of  some  of 
the  ideas  expressed  in  the  previous  work. 

Roads  to  Freedom.  1919.  Containing  in  Part  I  a  review  of  Marxian  Socialism, 
AaareUam,  and  Syndicalism  and  in  Part  II  his  idea  of  "The  World  as  it  could  be 
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to  idiich  society  should  continually  ap(m>ximate."  But  it  is 
impracticable.  Government  ''in  itsdf  in  some  degree  an  erl 
is  necessaiy  to  prevent  greater  evik/'  State  Socialiflm, 
Anarchism,  Syndicalism,  tho  all  "calculated  to  give  rise  to  a 
bett^  and  happier  world  than  that  in  which  we  live"  are  to 
be  rejected  in  favor  of  Guild  Socialism. 

In  Part  n  of  Roads  io  Freedom,  Mr.  Russell  offers  his  plan 
tar  a  future  society.  It  adds  little  to  what  may  be  infened 
from  his  eariio'  writin^B  and  his  critique  of  other  schemei 
The  economic  details  of  the  program  are  ezeeedin^y  di^ 
But  it  is  hardlsr  his  part  to  dweQ  on  problems  and  difficohieB 
whidi  the  eccmomic  qiedalist  is  disposed  to  emphaaiie.  As 
philoeoidier  and  peychdogist  he  can  point  to  ideal  values  for 
iHiidi  we  may  strive  even  tho  they  shine  from  a  great  distance 
and  the  path  that  leads  up  to  them  is  not  clearly  disoemed. 
Fat  matters  of  economic  detail  he  can  shift  responsibility  bj 
referring  to  Guild  Socialism  —  leave  it,  say,  to  tlie  ingenuity 
of  Mr.  G.  D.  H.  Cole.  But  as  ideals  not  embodied  in  some 
concrete  institutional  form  make  no  appeal,  our  philosopher 
cannot  remain  wholly  sloot  from  the  problems  ot  eocmomic 
organisation.  I  trust  it  is  not  entirely  unreasonable  to  seek 
for  some  definite  views  of  Utopia.  Marx  could  with  some 
reason  refuse  to  write  "the  kitchen  recipes  of  the  future/' 
There  was  an  abundance  of  them  on  the  market  at  the  time. 
But  since  the  Utopians  have  fallen  into  oblivion,^  we  have 
little  to  engage  the  economist  critics  of  socialism  except  the 
grudgingly  disclosed  outlines  of  a  kind  of  state  socialism  of 
which  some  spokesmen  of  the  socialist  movement  have 
dreamed.  Many  of  the  ablest  minds  in  the  movement,  bow- 
ever,  have  begun  to  reject  the  all-ordering  socialist  state  or 
accept  it  only  as  a  means  of  transition  to  something  less 
bureaucnitic  and  closer  to  the  spirit  of  democracy.  While 
most  of  the  critics  are  still  threshing  the  old  straw  of  state 
socialism,  Guild  Socialism  has  entered  the  field.  Its  positions 
4  are  not  yet  fully  disclosed.  Perhaps  when  the  Guild  Socialists 

present  the  details  of  their  picture  of  future  society,  it  will 

y.  '  See  TugmD-BAranonvlqr'e  able  attempt  to  reetore  tham  to  faTor.   Modem  Soeial- 

}>  i«n  in  ite  Hietorieal  Derelopment.  Trandated  from  tlie  RoNian.  Londoo.  lOia 
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turn  out  to  be  not  greatly  different  from  the  state  socialism 
which  they  scorn. 

One  of  the  few  economic  problems  Mr.  Russell  considers  is 
that  of  remuneration.  He  &ids  acceptable  the  anarchist  pro- 
posal that  all  the  common  commodities  (the  necessaries)  be 
fiupplied  gratis  and  ad  libitum  and  that  there  be  no  obligation 
to  work;  but  rejects  the  anarchist  idea  that  the  rarer  com- 
modities, the  luxuries,  should  be  shared  equally.  These  he 
would  reserve  for  those  willing  to  work.  By  contenting  him- 
self with  the  necessaries  of  life,  the  man  "who  felt  a  vocation 
for  some  unrecognized  work  of  art  or  science  or  thought 
would  be  free  to  follow  his  desire."  "The  comparatively 
small  number  of  men  with  an  invincible  horror  of  work  .  •  . 
might  lead  a  harmless  existence."  Now  this  plan  suggests  a 
few  questions.  Under  Guild  Socialism  a  joint  committee  of 
Parliament  and  the  Guild  Congress  is  to  fix  prices,  while  each 
guild  is  to  be  free  to  apportion  what  it  receives  among  its 
members  as  it  chooses.  Mr.  Russell  does  not  state  who  is  to 
pay  the  guilds  suppl3ring  the  conmiodities  which  are  dis- 
tributed gratuitously.  Evidently  it  must  be  the  government 
(probably  the  joint  committee  just  referred  to)  and  the 
means  of  pa3rment  must  be  raised  by  a  tax  on  the  guilds  pro- 
ducing luxuries.  For  the  subject  of  guild  taxation  we  must 
tiun  to  Cole's  Sdf-Govemmefd  in  Industry,  Chapter  IX.  The 
tax  is  to  be  paid  by  tiie  guilds  to  the  government  as  a  "sub- 
stitute for  economic  rent"  for  the  use  of  industrial  plant. 
The  differential  or  monopolistic  gains  of  any  guild  could  thus 
be  drawn  off  for  general  distribution.  Now  in  order  to  assess 
this  tax  fairly  between  different  guilds,  some  general  stand- 
ard of  remuneration  for  the  workers  must  be  established;  and 
it  is  hard  to  see  how  under  such  conditions  a  guild  could  be 
free  to  determine  the  division  of  its  net  income  among  its 
members.  Whatever  the  standard  of  remuneration,  whether 
based  on  equality,  need,  or  efficiency,  it  would  have  to  be 
general  and  established  by  some  central  authority.  At  this 
point  we  may  also  ask  how  the  comparative  supply  of  dif- 
ferent kinds  of  labor  and  of  different  products  is  to  be  regu- 
lated. These  are  not  internal  questions  for  the  several  guilds. 
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Tliey  eonoem  society  as  a  whole.  But  as  we  tiy  toiro&oBi 
in  imaghmtion  a  possible  solution  for  sudi  proUems,  Ae 
lengthening  shadows  of  state  socialism  begin  to  faD  onlk 
Guikhnan's  dream  of  a  free  worid.  Try  top^ietrateintotk 
economics  of  a  weD  ordered  Utopia  and  always  you  oome  upn 
the  spectre  of  centraliaed  power  and  bureaucracy.  Does  tha 
fffove  the  fdly  of  trying  to  picture  future  society  as  nd 
ordered  7  Is  the  Guild  Socialist  justified  in  trusting  entirdtj 
to  faith  that  &eed<Hn  will  somehow  be  preserved  7  In  regiid 
to  the  problems  just  raised,  all  the  li^t  Mr.  Cole  gives  us  is 
that  if  prices  were  fixed  by  the  guilds  ''tliere  would  certaiidj 
be  an  approximation  of  prices  to  what  we  may  call  'natunl 
values.'  The  price  of  each  c(»mnodi1y  would  tsoA  fax  man 
than  nowadays  to  be  determined  by  the  cost  of  raw  matenab 
phis  the  income  of  the  Guildman  reckoned  on  a  basiB  ap- 
proximating more  or  lessnearly  to  a  conunon  time-standard." 
But,  says  Mr.  Cole,  "the  determination  of  prices  is  a  social 
function"  and  the  ''natural  economic  price''  is  not  always  the 
best.  "Society  will  probably  give  free  all  things  which  moat 
men  need  in  fairly  equal  measure,  and  dieap  those  things 
which  it  wishes  for  one  reason  or  another  to  see  more  wid^ 
used." 

The  objections  to  socialism  made  from  the  point  of  view  of 
the  Maltbusifiui  doctrine  are  taken  lightly  by  Russell  as  by 
most  socialists.  We  are  told  that  "as  apjdied  to  the  civiliaed 
races  of  the  world  this  doctrine  is  becoming  untrue  throuf^ 
the  rapid  decline  of  the  birth-rate."  Great  credit  is  given  to 
Kropotkin's  estimates  of  the  possibilities  of  enormously  in- 
creased food  supply,  and  as  Mr.  Russell  sees  "no  reason  to 
suppose  that  population  will  continue  to  increase  indefi- 
nitely," the  danger  of  over-population  appears  to  him  too 
remote  for  consideration.  Now  the  contention  of  the  critics 
of  socialism  is  that  if  under  socialism  family  and  individual 
responsibility  for  the  care  and  maintenance  of  children  is 
/  weakened,  there  will  be  no  adequate  i»«ventive  check  on  the 

i  growth  of  population.  Do  away  with  that  social  stratification 

by  which  those  striving  to  rise  and  those  fearing  to  decline  in 
;^  the  social  scale  are  led  to  postpone  marriage  and  limit  off- 
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q>riiigy  and  you  have  removed  another  powerful  preventive 
eheck.  That  the  Neo-Malthusian  devices  on  which  some 
floeialists  rely  as  a  defense  against  over-population  will 
Cfpemte  adequately  under  socialism  is  far  from  assured.  It 
looks  as  if  socialists  must  recognize  the  necessity  of  some  kind 
of  parental  responsibility  in  their  scheme  of  things  —  as, 
indeed,  some  of  them  do.  Even  if  the  state  or  the  guilds  of 
nurses,  doctors,  teachers,  assume  the  entire  care  of  the 
chikben,  the  parents  should  be  made  to  bear  the  full  expense. 
Hie  men  with  an ' 'invincible  horror  of  work"  would  need  to 
take  the  vow  of  celibacy  or  overcome  their  horror.  Now  if 
the  rate  of  remuneration  for  work  were  graded  according  to 
age,  there  might  be  a  general  tendency  to  postpone  marriage 
and  parenthood  until  the  age  was  reached  at  which  income 
eoold  be  got  sufficient  for  the  support  of  children  according  to 
the  required  standard  of  expense.  From  the  point  of  view  of 
collective  efficiency  there  is  for  each  stage  of  advance  in  the 
productive  arts  and  of  organization  for  production,  an  ideal 
proportion  of  population  to  the  quantity  and  quality  of  land 
available.  Possibly  by  careful  adjustment  of  remuneration 
according  to  age,  a  pretty  dose  approximation  to  this  ideal 
proportion  could  be  reached.  This  may  seem  a  fanciful  sug- 
gestion. I  offer  it  for  what  it  is  worth  to  those  who  hold  in 
trust  the  plans  and  prospects  of  our  future  society. 

There  is  another  point  on  which  it  seems  desirable  that  Mr. 
Russell  and  the  socialistic  theorists  generally  should  offer  some 
definite,  even  if  tentative  statements.  It  pertains  to  the 
boundaries  of  economic  organization  under  socialism.  Are 
they  to  correspond  to  something  like  our  present  political 
boundaries  ?  How  about  the  international  economic  struc- 
ture ?  Russia  and  the  United  States  possibly  could  make 
themselves  economically  self-sufficient,  but  most  countries 
are  dependent  on  others  to  such  a  degree  that  they  must  be 
fitted  into  an  international  scheme.  How  could  the  relative 
quantities  of  different  conmiodities  desired  be  obtained  and 
the  distribution  of  labor  and  natural  resources  between  dif- 
ferent lines  of  production  be  regulated,  when  a  score  of  differ- 
ent countries  are  involved  in  the  problem  and  especiaUy  if 
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some  of  these  are  organised  as  socialist  ccMnmonweakhfl» 
while  the  rest  rely  on  ihe  values  ol  an  open  maricet  for  tk 
adjustment  of  supply  to  demand  ?  Or  is  any  close  idatJoi 
between  socialist  and  non-socialist  countries  an  imposHi- 
bility  7  Must  national  boundaries  vanish  from  the  map  and 
from  the  minds  of  men  to  make  socialism  possible?  And 
must  economic  imperialism  run  its  ^itire  course  before 
socialism  can  come  into  its  own  ?  To  tiiese  questaons  lb. 
Russell  offers  no  answer.  Hehassomethou^tfulremariEBOB 
the  obstacles  and  aids  to  international  peace,  but  the  com- 
plexities of  the  economic  problem  are  not  considefed. 

Mr.  Russell  has  playfully  defined  pure  mathematics  as  "th 
subject  in  which  we  never  know  what  we  are  talking  about, 
nor  whether  what  we  are  saying  is  true."  In  a  scHnewhat  play- 
ful sense  we  may  allow  this  as  a  description  oi  the  eoHioiiiies 
of  Utopia.  The  concept  of  a  perfectly  ordeied  coitraliied 
State  Socialism  is  one  of  the  recognised  devices  of  though 
and  exposition,  one  of  the  working  contrasts  by  which  the 
economist  enters  on  an  analysis  of  the  present  system.  In 
judging  the  results  of  the  existing  economic  organisation  too, 
we  may  apply  the  collectivist  ideal  as  a  standard.  Bat  do 
case  for  or  against  Utopia  can  ever  be  made  conclusive.  Tlie 
socialist  cannot  get  on  without  faith,  while  the  arguments  of 
his  opponent  have  force  only  against  premature  eSoiis  to 
realize  the  socialist  dream.  A^dnst  most  of  what  is  ad- 
vanced by  Bertrand  Russell,  exclusively  economic  con- 
siderations appear  out  of  place.  He  speaks  to  our  social 
idealism,  and  only  a  hard-boiled  believer  in  force,  authority, 
and  the  depravity  of  man  can  escape  entirely  from  the  charm 
of  his  appeal. 

G.  A.  Elkens. 

TannTT  Collbob, 
Hartford,  Conn. 
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THE  LITERATURE  OF  GUILD  SOCIALISM 

A  KEW  stage  in  the  development  of  Guild  Socialist  litera- 
ture is  marked  by  the  almost  simultaneous  appearance  of  two 
new  books,  Social  Theory  by  G.  D.  H.  Cole,  and  National 
OuUds  and  the  State  by  S.  G.  Hobson.^  These  writers,  leaders 
in  the  promulgation  of  Guild  doctrines  since  the  launching 
of  the  movement  in  1912,  have  taken  widely  divergent  posi* 
tions  regarding  both  the  nature  of  the  state  and  the  position 
ci  the  consumer  in  the  Guildsman's  Utopia.  The  significance 
€i  this  circumstance  is  that,  after  eight  years  of  vigorous  dis- 
semination of  their  ideas,  the  Guild  Socialists  have  passed  the 
stage  of  largely  denunciatory  and  critical  propaganda  —  in 
which  most  radical  movements  begin,  and  from  which  few 
emerge  —  and  are  now  seriously  endeavoring  to  construct  a 
system  of  economic,  social,  and  political  theory.  They  have, 
indeed,  traveled  so  far  along  this  road  as  to  have  become 
grouped  into  fairly  well  defined  schools  of  thought.  More- 
over, since  the  Guildsmen  are  mostly  middle-class  "intel- 
ligista,"  many  of  them  more  than  ordinarily  gifted  in  writing, 
the  progress  of  their  thought  has  given  rise  to  a  literature  of 
considerable  volume  and  diversity.' 

The  germ  of  the  Guild  idea  was  contained  in  a  book  which 
appeared  six  years  before  the  Guild  Socialist  theory  was 
formaUy  introduced  to  the  radical  world.  In  1906,  Arthur  J. 
Penty,  an  architect,  published  The  Restoration  of  the  GUd 
System*  in  which  he  revived  a  long-neglected  proposal  of 
Ruskin,  that  the  trade  unions  should  emulate  the  guilds  of  the 
Middle  Ages  and  take  over  the  control  of  industry.  Besides 
Ruskin,^  Penty  claimed  to  be  following  in  the  footsteps  of 

>  SoeUI  Theory.  By  G.  D.  H.  Cole.  New  York.  Frederick  A.  Stokes,  1920.  Na- 
tional Guiklt  and  the  Stote.  By  8.  G.  Hobeon.  London,  G.  Bell  and  Sons;  New  York, 
The  MacmiUan  Company,  1920. 

>  A  chronological  bibliography  is  appended. 

*  The  Restoration  of  the  Gild  System.  By  Arthur  J.  Penty.  London,  Swan  Son- 
iienschein,  1906. 

*  Fors  Clavicera,  Letter  89. 
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Carlyle,  Arnold,  and  William  Morris.  Much  in  thdr  spirit, h( 
idealised  the  life  of  the  Middle  Ages  and  disparaged  ttmttf 
the  present.  He  was  particularly  oppoeed  to  mod^n  "qoa- 
tity"  production  and  to  machinery,  preferring  handicnltB- 
manship.  He  sketched  out  the  main  lines  of  the  propmb 
since  put  forward  by  the  Guild  Socialists  —  monopdy  aai 
self-government  in  the  various  industries  by  the  GdkK 
the  substitution  of  industrial  for  territorial  representatioa 
in  at  least  part  of  the  activities  now  performed  by  th 
state,  and  a  whole-souled  attack  upon  collectivism  as  man- 
fested  in  the  principles  and  activities  of  the  Fdiiian  Society, 
then  approaching  the  peak  of  its  power.^  Penty  appan, 
however,  to  have  been  like  one  crying  in  the  wilderness.  Tbtt 
prestige  of  the  Fabians  and  the  preoccupation  of  orgaiu«d 
labor  with  its  newly-founded  Labor  Party  made  the  drift  of 
radical  thought  set  towards  a  totally  different  line  of  action. 
It  is  true  that  A.  R.  Orage,  editor  of  the  New  Age  and  today 
a  leading  Guildsman,  published  an  article  in  the  Cciniempanr§ 
ReineWf  urging  upon  the  Arts  and  Crafts  movement  that  it 
take  a  more  active  part  in  poUtical  life,  in  order  that  it  might 
gain  for  itself  a  greater  degree  of  craft  autoncuny  than  seemed 
possible  under  the  collectivism  whose  advent  he  deprecated. 
Orage,  was  at  that  time,  however,  an  ardent  Fabian,'  and  the 
New  Age  for  that  period  shows  him  strongly  in  favor  of  the 
policy  of  the  Labor  Party.' 

Within  six  years,  however,  the  face  of  affairs  had  under- 
gone a  radical  change.  The  Liberal  Party's  program  of 
"social  reform,"  particularly  the  Insurance  Act,  with  its 
compulsory  featiu'es  and  its  alleged  menace  to  trade  unicKusm, 
had  aroused  a  growing  skepticism  both  as  to  parliamentary 

1  In  this  last  he  was  also  following  the  lead  of  Morris  whose  essay  on  *'Whip. 
Democrats,  and  Socialists,"  repudiating  parliamentary  Socialism,  was  ddrrered  bdore 
the  Fabian  Society  in  1888.  Shaw  gives  a  lively  account  of  Morris*  uasaoeeasfnl  appo- 
sition  to  the  adoption  of  the  Fabian  program  of  political  action.  Signs  of  Cha^e.  By 
William  Morris  (1913  ed.).  P.  46.  History  of  the  Fabian  Society.  By  £.  B.  I^BBle. 
London,  1016.    Pp.  167.  168. 

>  Pease,  op.  dt..  p.  188. 

*  The  article,  "Politics  for  Craftsmen,"  appeared  in  the  June,  1907,  noBibcr  sf  tte 
Contemporary  Review  (voL  zli.  No.  498).  It  is  erroneously  dated  1906  ia  tks  pnfase  tt 
8.  G.  Hobson's  National  Guilds. 
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Socialism  and  the  ooUectiviam  advocated  by  the  Fabians.^ 
The  failure  of  the  Labor  Party  to  play  any  more  distinctive 
rMe  in  Parliament  than  that  of  more  or  less  reluctantly  fol- 
lowing the  lead  of  the  Liberal  Party  and  supporting  its  meas- 
ureSy  had  somewhat  damped  the  enthusiasm  of  organised 
labor  for  political  action.  At  the  same  time,  the  disturbing 
doctrines  of  American,  Australian,  and  French  radical 
unionism  and  Syndicalism  were  being  introduced  to  the 
hitherto  conservative  and  tractable  British  trade  unionists.* 
Finally,  the  great  railway,  mine,  and  dock  strikes  of  1910-12 
gave  evidence  of  a  distinctly  revolutionary  trend  among  large 
sections  of  British  labor  and  a  tendency  on  the  part  of  the 
''rank  and  file"  to  break  away  from  their  old  leaders. 

The  time  seemed  propitious  to  promulgate  a  new  type  oi 
radicalism,  which  would  at  once  appeal  to  the  same  frame  of 
mind  that  was  listening  to  revolutionary  Syndicalism,  give 
the  restless  and  ''out  of  hand"  trade  unionists  a  philosophy 
to  support  their  revolt  against  political  action  and  in  favor  of 
an  aggressive  strike  policy,  and  provide  a  rallying  ground  for 
the  growing  group  of '  'intellectuals"  who,as  the  Liberal  Party 
and  the  "municipal  traders  "  transformed  coUectivist  pro- 
posals into  statutes,  were  growing  apprehensive  of  the  spectre 
of  a  "servile  State." 

S.  G.  Hobson  and  Orage  had  worked  out  such  a  set  of  ideas, 
amplified  from  Penty 's  proposals  but  colored  largely  by  their 
own  views  and  by  the  events  of  the  time.  Under  Orage's 
editorship,  S.  G.  Hobson  contributed  to  the  New  Age  a  series 
of  articles '  in  which  the  phrase  "Guild  Socialism"  appeared 
for  the  first  time.  These  articles  have  since  been  published 
in  book  form  under  the  title  National  Guilds,  an  Enquiry  into 
the  Wage  Sy^em  and  the  Way  Out.*   This  book  is  the  best 

1  Thb  reaotum  found  ttrildnc  ezpraadon.  Mid  was  undoubtedly  furthered  in  The 
Serrile  State.  By  Hilaire  Belloo.  London.  T.  N.  Foulia.  1012. 

*  Syndioaliem  went  on  the  "agenda*'  of  the  Trade  Union  Congreas  for  the  firet  time 
in  1912. 

I  Penty  contributed  an  article  on  "The  Peril  of  Large  Organisations'*  to  the  New 
Acs  for  January  11,  1912.  HotMon's  first  article  on  Guild  Socialism  was  iniblished 
Oetober  10,  1912.  It  forms  Chapter  1,  Part  II  of  National  Guilds. 

«  National  Guilds.  By  S.  G.  Hobson  (od.  by  A.  R.  Orage).  London,  G.  Bdl  and 
,  1919. 
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repreflentative  of  the  eariier  type  of  Guild  Socialist  litentuzt 
It  indicts  the  "wage  system ''  and  the  practice  oi  "profiteer- 
ing/' the  word  being  a  Guild  Socialist  invention;  critidas 
oollectiyism  and  political  action,  and  uriges  upon  the  tnde 
unions  a  policy  of  militant  agression  whereby  they  are  to 
seiie  control  of  industry.  In  all  these  reiqiects,  the  book  np- 
resents  that  body  of  doctrine  adhered  to  by  practically  every 
shade  of  GuOd  thou^t,  and  constitutes  therefore  a  sort  of 
Guild  Socialist  textbook. 

G.  D.  H.  Cole,  then  a  fellow  at  Oxford,  became  an  early 
convert  to  the  New  Age  program.^  The  foUowing  year,  be 
published  his  World  qf  Labour*  The  book  is  a  study  of  tlie 
labor  movement  in  England,  France,  America,  Germany, 
Italy,  and  Sweden,  with  particular  reference  to  questions  of 
labor  policy,  trade  union  structure,  and  similar  questiooe. 
It  is  not,  therefore,  explicitly  written  in  advocacy  of  Guild 
ideas,  but  rather,  by  inference  and  direct  statement,  points  to 
Guild  Socialism  as  the  solution  for  the  various  problems  dis- 
cussed. This  method  is  followed  by  Cole  through  most  of 
his  works.  Cole  expresses  adherence  in  general  to  the  Guild 
Socialist  ideas  as  expressed  in  the  New  Age.  He  suggests 
further  developments,  containing  the  elements  of  the  theories 
which  he  has  later  rounded  out.  He  declares  that  special 
provision  must  be  made  for  the  consumer  and  picks  upon  the 
state  as  the  consumer's  representative.  He  makes  the  Guilds 
and  the  state  of  equal  rank,  and  proposes  a  "joint  board/' 
later  called  the  ''joint  Congress,"  as  a  medium  for  settling 
matters  in  dispute  and  of  common  interest. 

Cole  has  followed  this  book  with  a  series  of  others,  in 
amazingly  rapid  succession,  and,  as  already  stated,  generally 
does  not  make  them  direct  vehicles  of  Guild  propaganda,  but 
rather  offers  some  portion  of  the  Guild  program  as  the 
remedy  for  whatever  particular  problem  he  happens  to  be 

I  >  Cole  waa  at  that  time  head  d  the  Oxford  group  d  FabiaiM.  After  Tainly  tzyioff  to 

I  inatitute  a  "reform"  morement  within  the  Fabian  Society  faTorable  to  Gmld  Social- 

iat  viewa,  he  withdrew  from  the  Society  and  in  1915  orianiaed  the  Natknal  GaiU 

Leacue. 
J  >  The  World  of  Labour.  By  G.  D.  H.  Cole.  London,  G.  BeO  and  Som,  1913. 191S. 

!f  1917. 1919. 
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discussing.^  Of  these  books.  Labour  in  War  Time  and  Trade 
Uniamem  on  the  Railways*  do  not  advance  Guild  theory 
beyond  the  stage  reached  in  Cole's  earlier  work.  Tfie  Pay^ 
menl  of  Wages  *  devotes  itself  largely  to  a  consideration  of 
piece-rates  and  bonus  schemes,  generally  condemning  them 
as  leading  to  overdriving  and  disruptive  of  "class  conscious- 
ness." It  comments  favorably,  however,  on  the  collective 
contract,  which  S.  G.  Hobson  recognizes  as  "the  half  way 
stage  between  existing  workshop  conditions  and  Guild  or- 
ganization." ^  An  Introduction  to  Trade  Unionism^  is  "an 
attempt  to  set  out  briefly  the  main  facts  and  tendencies  of 
Trade  Union  organization  at  the  close  of  the  war,"  and  gives 
,  particular  emphasis  to  the  Shop  Stewards  Movement.  Like 
the  collective  contract,  this  development  has  been  laid  hold 
on  and  woven  into  the  Guild  proposals,  since  both  are  looked 
upon  as  a  means  for  instituting  effective  "workers'  control" 
over  industry. 

In  Sdf-Govemment  in  Induetry,^  Cole  departs  from  his 
ordinary  practice  and  undertakes  a  direct  argument  for  Guild 
8ociali£an.  His  own  distinctive  theories  receive  complete 
exposition  here,  particularly  his  political  theory.  Cole  denies 
to  the  state  any  final  sovereignty,  but  considers  it  simply  as 
"primus  inter  pares"  among  other  "associations."  He  does, 
however,  concede  to  the  state  not  only  "purely  political " 
functions,  but  also  makes  it  the  protagonist  of  the  consumer. 
In  this  capacity  it  is  to  act  as  "co-sovereign "  with  the  Guilds, 
and  confer  with  them  through  the  "joint  Congress,"  par- 

>  The  value  of  this  method  m  »  subtle  and  petsuaaive  means  of  propaganda  among 
the  thoughtful  tnde  unionists,  at  whom  much  of  the  Guild  effort  is  directed,  is  otmoua. 
The  Labor  Research  Department,  formerly  the  Fabian  Research  Department,  nomi- 
nated by  Cole,  appears  to  be  serving  as  the  center  for  much  the  same  type  of  "peaeeful 
penetration.'* 

>  Labour  in  War  Time.  By  G.  D.  H.  Cole.  London,  G.  Bell  and  Sons,  1915.  Trade 
Unionism  on  the  Railways.  By  O.  D.  H.  Cole  and  R.  Page  Amot.  London,  G.  Allen 
and  Unwin,  1917. 

*  The  Payment  of  Wages.  By  G.  D.  H.  Cole.  London,  Fabian  Research  Depart- 
ment, 1918. 

*  National  Guilds  and  the  SUte.  By  S.  G.  Hobson,  p.  183. 

*  An  Introduction  to  Trade  Unionism.  By  G.  D.  H.  Cole.  London,  O.  Allen  and 
Unwin,  1918 

*  Self-Govemment  in  Industry.  By  G.  D.  H.  Cole.  London,  G.  Bell  and  Sons,  1917, 
1918, 1919.  The  fourth  edition  "omits  two  chapters  published  in  previous  editions,  and 
eoBtains  an  introductory  chapter  on  the  relation  of  Guilds  to  the  State." 
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liculariy  on  such  questioDS  as  taxation,  price,  and  the  alloa- 
tion  of  capital,  as  wdl  as  quantity  and  quality  erf  goods  and 
services.  He  furth^  undertakes  a  m<M«  cardFoI  account  of 
the  government  61  the  Guild  than  is  found  in  earii^  GmU 
Socialist  literature,  showing  adherence  to  the  idea  of  "na- 
tional" rather  than  ''local"  Guilds,  the  admitting  a  Ivp 
degree  of  decentralization  as  regards  i»oductive  policy. 
Finally,  he  attempts  a  more  detailed  program  for  bringing 
I  Guilds  into  being  than  had  hitii^to  been  und»tak«L  It 

embodies  aggressive  extension  of  contrcd,  through ''industriil 
action  "  on  the  part  of  the  unions,  first  over  the  "  workshq)/' 
then  over  "the  product,"  and  finally  over  ''finance."  He 
;  anticipates  desperate  opposition  to  this  last  stage,  and  foi^ 

sees  " catastrophic"  action  in  the  form  of  the  General  Strike 
I  as  necessary  to  the  ushering  in  of  the  Guild  State.   He 

1  further  acquiesces  in  nationalisation  as  a  half  way  stq)  to 

i  "guildization"  in  certain  industries,  tho  not  manifesting  any 

;  enthusiasm  for  it.  The  "Introduction  to  the  Edition  of  1919" 

j  is  important.    It  marks  a  further  develoinnent  in  Cole's 

j  thou^t.  Acknowledging  influence  by  "the  Soviet  idea,"  he 

j  takes  away  many  of  the  functions  previously  given  the  state 

{  as  representative  of  the  consumer,  and  places  them  in  the 

hands  of  a  series  of  regional  "od  hoc  functional  congresses" 
of  "consimiers,  users,  and  enjoyers"  of  goods  and  services. 
The  state  is  left,  however,  with  its  "political"  functions,  and 
through  the  "joint  Congress  "  has  a  voice  in  price,  taxes, 
and  capital  accumulation  and  apportionment. 
I  His  last  two  books  revert  to  the  method  of  giving  a  more 

i  or  less  impartial  discussion  of  topics  upon  which  Guild 

]  Socialism  bears  and  urging  his  doctrines  upon  the  reader. 

1  Labour  in  the  CommonweaUhy^ "  a  book  for  the  younger  genera- 

I  tion,"  contains  a  series  of  somewhat  imrelated  chapters  (m 

^j|  such  topics  as  The  Labour  Movement,  The  Ruling  Classes, 

The  Middle  Classes,  The  State,  and  The  Organization  of 
■j\  Freedom."    The  last  two  give  a  more  theoretical  statement 

(^  of  his  political  and  social  theory  than  does  Setf-GovemmerU  in 

>  Lftbour  in  the  Commonwealth.    By  Q.  D.  H.  Cole.    London,  Hendley  Brotban, 
(I  1918;  New  York.  B.  W.  Huetech,  1019. 
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Industry,  but  add  nothing  essential.  The  first  chapter  on 
The  Humanity  of  Labor  contains  the  most  thorogoing 
discussion  of  the  Guild  Socialist  objection  to  "the  conmiodity 
theory  of  labor"  that  occurs  in  their  literature.  Two 
chapters  on  Labor  and  Education  and  Proletarianism  are 
largely  concerned  with  a  reply  to  the  claims  of  the  ''Neo- 
Mandans/'  a  group  as  yet  relatively  unknown  in  this  country. 
The  ''Neo-Mandans"  appear  to  have  repudiated  middle* 
class  leadership,  and  to  be  attempting  to  wean  away  from  the 
Guild  Socialists  the  more  ''class-conscious"  workers,  as  the 
Guild  Socialists  have  been  trying  to  break  the  hold  of  the 
Fabians. 

Social  Theory,^  devotes  itself  in  the  main  to  a  carefully  and 
persuasively  written  exposition  of  Cole's  theory  of  the  state. 
On  the  basis  of  a  theory  of  "function  "  it  seeks  to  provide  a 
setting  in  which  to  give  his  own  ideas  of  social  organisation  a 
place.  He  carries  his  proposals  a  step  beyond  his  earlier 
works.  He  withdraws  even  more  functions  from  the  state 
than  he  had  previously  assigned  it,  and  gives  them  to  the 
"joint  Congress."  To  this  body  he  gives  the  power  of  "co- 
ordination and  coercion,"  including  the  power  to  exact 
penalties  for  disloyalty  to  any  one  of  the  sevend  "  co-sovereign 
associations"  in  society.  To  this  end,  the  "joint  Congress," 
which  represents  "the  associated  functional  organizations," 
is  given  control  over  the  police,  the  militaiy  and  the  judiciary. 
In  other  words,  the  progress  of  Cole's  theory  of  the  state 
seems  to  have  brought  him  to  the  point  where,  while  ve- 
hemently denying  the  right  of  the  state  or  any  other  body 
to  complete  sovereignty,  he  sets  up  nevertheless  a  new 
"joint  body,"  possessing  aU  the  attributes  of  a  sovereign 
state,  if  not  its  name.  This  is  a  criticism  which  the  opposing 
group  of  Guildsmen  do  not  hesitate  to  make. 

By  virtue  of  his  own  literary  facility.  Cole  *  has  secured  for 
his  views  more  prominence  than  have  other  groups  of  Guilds- 
men;  yet  his  opinions  are  by  no  means  the  only  important 
ones  held  in  the  Guild  Socialist  ranks.  There  are  at  least  two 

>  Sodal  Theory.  By  O.  D.  H.  Cole.  New  York.  Fraderick  A.  Stokes,  1090. 
*  Hobeon.  op.  dt.,  p.  126. 
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other  distinct  schools  of  thought.  Of  these,  the ''local  GuiUb- 
men,"  represent  the  original  inspiration  imparted  to  the 
movement  by  A.  J.  Penty.  He  and  his  foUowers  have  stood 
consistently  for  what  his  opponents  term  a  ''medievalist" 
attitude.  Not  only  would  they  revert  to  the  spirit  and  the 
handicraft  methods  of  the  Middle  Ages;  liiey  would  also  go 
back  to  the  medieval  emphasis  upon  local  rather  than  national 
organijsation.  Consequently  they  reject  national  Guilds  in 
favor  of  local  Guilds,  admitting  federation,  however,  among 
the  various  local  Guilds  of  the  same  craft.  Penty  makes  hk 
case  clear  in  Old  Worlds  for  New,^  altho  in  the  preface  to  this 
book  he  concedes  national  Guilds  as  a  step  necessary  in  the 
transition  from  the  present  industrial  system  to  the  ideal 
that  he  favors.  His  most  recent  work  is  Guilds  and  the  Sodd 
Crisis.*  It  is  largely  a  reiteration  of  the  views  expressed  in 
his  earlier  works,  with  particular  stress  upon  his  objection  to 
large-scale  or  *'  quantity  "  production.  To  this  he  ascribes  the 
present  "economic  cul  de  sac,"  or  overproduction,  which  be 
holds  responsible  for  the  late  war  and  for  the  revolution 
which  he  believes  to  be  inevitable  in  the  near  future.  The 
closing  chapter  of  this  book  is  directed  against  the  "Neo- 
Marxians,"  of  whom  mention  has  been  made  in  connection 
with  Cole's  LfObour  and  the  CamnumweaUh.  The  Guild  State,^  by 
G.  R.  S.  Taylor,  is  a  cleverly  written  second  to  Penty 's  plea. 
The  general  state  of  mind  of  this  section  of  GuUdsmen  is  in- 
dicated by  the  opening  sentences  of  Taylor's  book:  '* There 
is  a  fantastic  rumor  .  .  .  that  progress  is  the  discovery  of 
something  new.  Whereas,  in  truth,  it  is  far  more  often  the 
return  to  something  old." 

A  third  wing  of  the  Guild  Socialists  is  under  the  leadership 
of  S.  G.  Hobson  and  A.  R.  Orage,  editors  of  the  New  Age; 
and  since  this  paper  is  largely  the  vehicle  for  presenting  their 
views,  it  may  be  called  the  New  Age  group.  S.  G.  Hobson's 
original  book.  National  Guilds,  already  discussed,  indicates 

i  Old  World*  for  New.  By  Arthur  J.  Penty.  Ixmdoo,  G.  ABen  and  Unwin,  1918. 
s  GuildB  and  the  Soda!  Crisia.  By  Arthur  J.  Penty.  London,  G.  Allen  and  UBvia, 
1919. 

>  The  Guild  Stote.  By  G.  R.  S.  Taylor.  London.  G.  Allen  and  Unwin,  1919. 
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the  main  outlines  of  the  position  held  by  himself  and  Orage. 
As  opposed  to  Cole,  Hobson  gives  final  and  absolute  sov- 
ereignty to  the  state,  and  gives  the  consumer  no  special 
representation  other  than  certain  rights  in  regard  to  the 
*' Distributive  Guilds."  Aside  from  C.  H.  Douglas,  whose 
work  will  be  taken  up  at  the  close  of  this  discussion,  S.  G. 
Hobson  and  Orage  have  contributed  the  bulk  of  Guild 
Socialist  economic  theory. 

This  economic  theory  appears  in  S.  G.  Hobson's  book,  and 
in  Orage's  Alphabet  of  Economics}  Much  of  their  economics  is 
taken  over  bodily  from  the  Marxian  anal3rsis,  particularly  the 
notion  of  surplus  value,  and  profits  as  the  result  of  surplus 
value.  This  point  is  worth  remembering,  for  the  term  ''pro- 
fiteering,' coined  by  the  Guildsmen,  is  used  by  them  to 
signify  the  making  of  profits  by  extracting  surplus  value 
from  exploited  labor.  Strenuous  objection  is  also  made  to  the 
"conmiodity  theory  of  labor."  The  gold  standard  of  coinage 
is  objected  to,  and  labor  notes,  to  be  used  as  token  currency, 
are  proposed.  The  most  distinctive  element  of  their  theory  is 
the  notion  that  credit  is  capital,  and  that  labor  power,  as  a 
means  of  securing  credit,  is  also  capital. 

A  second  book  of  S.  G.  Hobson's,  GuUd  Principles  in  War 
and  Peace  *  adds  little,  being  significant  mainly  as  illustrative 
of  the  earlier  and  chiefly  destructively  criticaJ  type  of  Guild 
Uterature.  His  more  recent  work,  however,  is  of  greater 
moment.  National  Guilds  and  the  Stale*  is  a  reprint  of 
articles  originally  published  in  the  New  Age,  many  of  them  in 
the  midst  of  the  author's  controversy  with  Cole  over  the 
nature  of  the  state  and  the  position  of  the  consumer.  Mirich 
of  it  is  rather  a  criticism  of  Cole's  theory  than  a  presentation 
of  any  new  idea  on  the  author's  part.  He  does,  however, 
expand  his  idea  of  the  state,  showing  that,  altho  he  believes 
that  the  state  is  sovereign,  it  is  also  wholly  "spiritual"  as  the 

>  An  Alphabet  of  Economioi.  By  A.  R.  Oiace.  London,  T.  Usher  Unwin,  1017. 

t  Guild  Prindplee  in  War  and  PMoe.  By  S.  O.  Hobfon.  London,  Q.  Bell  and  Sons, 
1018. 

•  National  Gtiilds  and  the  SUte.  By  S.  Q.  Hobeon.  London,  Q.BeU  and  Sona;  New 
York,  The  MacmiUan  Company,  1020. 
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rqtreemtathre  of  ''dtaieDship/'  which  is  "the  greatest  fact  id 
the  life  of  a  democratic  people."  As  si^ch,  it  is  ''withoai 
function/' thoifdiqienses"  all  fanctions.  TotheGnikKQn 
the  one  hand,  and  the  ''AdministraticHi"  or  the  ''Govenh 
m»ty"  on  the  other,  the  state  distributes  the  maj<Mr  part  of 
functions,  all  economic  functicms  going  to  the  Guilds.  Tie 
military  and  the  judidaiy  are  made  directly  req^nisible  to 
the  state,  without  the  intermediatorship  <^  the  ''Go?eni- 
m»t,"  in  order  to  assure  the  state's  sovereignty.  The  author 
daims  that  the  division  of  ''function"  betweoi  the  Guilds 
and  the  "govenunent"  results  in  the  same  beneficial  balance 
as  Cole  attempts  to  achieve  by  his  "oo-sov^:eignty"  between 
Guilds  and  state.  More  careful  provision  is  made  for  ooo- 
sumer's  representation  than  in  the  writer's  earlier  works,  but 
he  still  maintains  that  the  consumer  "qua  consumer"  is  en- 
titled to  no  special  attention  other  than  what  he  recoves 
throu^  the  Guild  organisation,  especially  the  ''Distributive 
Guilds." 

The  second  haff  of  the  book  is  devoted  to  '^TransitioQ," 
and  contains  an  elaboration  €i  the  theory  already  mentiooed, 
to  the  effect  that  labor-power  is  ci^tal.  The  suggestion  is 
made  that  organised  labor  "cajHtsJise"  its  "labor  monop- 
oly" in  such  industries  as  mining,  and  "issue  credit"  upon 
it,  using  this  credit  as  a  means  of  gradually  securing  control 
of  its  industry.  At  another  place  in  the  same  book,  however, 
the  ''equities  of  expropriation"  are  discussed,  and  compen- 
sation for  the  "conmiercial  values"  of  the  industries  to  be 
taken  over  is  repudiated,  tho  "consideration"  for  the  "dis- 
possessed" is  favored.  It  is  plain  that  the  two  proposals  are 
inconsistent.  In  view  of  the  fact  that  the  latter  is  now  be- 
ing repeatedly  urged  in  the  columns  of  the  New  Age  in  con- 
nection particularly  with  the  theories  of  C.  H.  Douglas,  it 
would  seem  that  it  is  gradually  displacing  the  more  revolu- 
tionary plan  of  action,  at  least  so  far  as  this  group  of  Guilds- 
i  men  is  concerned. 

Jj  Three  other  books,  difficult  to  place  in  any  one  group,  re- 

yt  main  to  be  considered.    Two  of  these  are  of  considerable 

importance.  M.  B.  Reckitt  and  C.  E.  Bechhofer's  Meaning  ef 
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National  Guilds^  is  an  interesting  compendium  of  Guild 
thought,  but  has  little  that  is  not  eithw  in  the  general  body 
of  Guild  doctrine,  or  in  the  distinctive  views  of  one  or  another 
Guild  writer.  It  is  interesting  as  showing  a  none  too  success- 
ful effort  on  the  part  of  its  authors  to  mediate  between  the 
diverging  views  of  the  different  Guild  Socialist  groups. 

Ramiro  de  Maetzu,  a  Spaniard,  has  exercised  much  in- 
fluence upon  both  the  Cole  group  and  the  New  Age  group 
through  his  book  AvihoriLyj  Ltbertyj  and  Function^  It  deals 
with  a  variety  of  subjects  —  religious,  ethical,  and  political  — 
mainly  with  the  latter.  It  denies  the ''  libertarian  "  principles 
of  natural  or  ''subjective"  rights,  as  well  as  the  "authori- 
tarian" principle  manifested  in  the  Prussian  state.  Instead, 
it  holds  to  a  theory  of  ''objective"  rights,  based  on  the  per- 
formance of  "function."  This  notion  of  "function"  as  the 
basis  of  social  organization  and  privilege  has  been  seized 
upon  l)y  both  Cole  and  his  opponents  and  claimed  as  a  part  of 
the  justification  for  their  differing  ideas,  while  the  term 
''function"  appears  with  great  frequency  in  all  of  the  GuUd 
writings  that  have  appeared  since  the  publication  of  de 
Maetzu's  work. 

Reference  has  been  made  to  the  economic  theories  of  C.  H. 
Douglas,  and  to  the  tendency,  in  connection  with  his  theories, 
for  the  New  Age  group  to  eschew  the  more  drastic  policy  of 
"expropriation"  for  that  of  laying  hold  on  "credit  power." 
Hobson  characterizes  Douglas's  work  as  "an  adventure  in 
theoiy," '  also  giving  Orage  a  share  of  the  credit  for  the 
development  of  the  theory.  The  application  of  this  theory  in 
regard  to  "capitalizing  labor  power"  may  be  due  to  Orage, 
but  the  reasoning  behind  it  appears  to  be  peculiar  to  Douglas. 
His  book.  Economic  Democracy,^  appears  to  have  created 
something  of  a  stir  in  other  than  Guild  Socialist  circles  in 

>  The  Meaning  of  National  Guilds.  By  M.  B.  Reckitt  and  C.  E.  Bechhofer.  Lon- 
don, Ceefl  Palmer  and  Hayward«  1918;  New  York,  The  MaemiUan  Company,  1019. 

>  Authority,  liberty,  and  Function.  By  Ramiro  de  Maetsu.  London  and  New 
York,  The  Maximilian  Company,  1916. 

>  National  Guilds  and  the  State.  Preface. 

*  Economic  Demooraoy.  By  C.  H.  Douglas.  London,  Cecil  Palmer  and  Hayward, 
1919;  New  York,  Hareonrt,  Brace,  and  Howe,  1920. 
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Rngland,^  and  seems  likdy  to  prove  of  impcMianoe  not  ooij 
to  tho  development  of  Gufld  SoeuJist  ecoiiomic  theoiy  but  to 
economic  theory  in  generaL  Doogjas  is  an  engineer  lad 
major  in  the  British  Royti  Air  Force,  and  has  woiiced  out  \m 
theories  as  a  result  of  his  experience  in  factory  cost  aoootmt- 
Ing.  The  novel  feature  of  lus  work  is  that  he  has  used  the 
theory  and  practice  of  cost  accounting  and  commercial  bank- 
ing as  the  basis  for  his  economic  reasoning.  The  theoiy  is  too 
intricate  to  be  summarised,  except  as  to  its  conclusioDS.  It  is 
concerned  with  price  and  distribution.  He  considers  price  as 
reeting,  ** under  free  competition,"  upon  "cost  i^us  the  mini- 
mum profit  which  will  provide  the  financial  inducement  to 
produce/'  He  concludes  that  a  large  element  of  cost  is  reive- 
aentet)  by  capital  expenditures,  paid  for  cfai^y  by  the  crea- 
tic4i  of  '*loan  credit"  issued  by  the  banks  and  retumed  to 
;  theii^.   As  a  result,  the  purchasing  power  availabfe  for  eoa- 

sumption  is  always  and  progressively  leas  than  the  pnoe  of 
eoiiuiK>ditiesi,  that  is  to  say,  the  constant  increase  of 
ereitit''  and  consequmt  expmakxt  of  cmnaatji 
i  ^^dihitee''  the  pur^asing  pow^  of  the  coDfiaDMr.  so  tbak  htm 

able  to  secure  a  bare  margin  over  subsblciace.  As  the  asne 
'  i  tiaw  the  ^^financier"  monopolises  the  refnajnaig  pardbaanc 

|K^wer.  ;jtpeniting  it  partly  on  luxury,  bat  cm^dy  on  nraer 
nvuiufaoturt'  of  capital  goods  —  tho?  afjaraT^asiiM  -sie  ae- 
Kx'atk^n  —  and  on  exports.  leading  lo  ^Sn*  '^an^mnnu:  aoiH 
t^i^ce"  of  war.* 
;  11^  author  $  practical  propcfesab  are  ^carsonic    Cr<-»iir  :?  x 

be  iXHVj^kf^i  as  ''communal  crKih-<Kica^  '    wommsi  s  i 
'^mea^urt"  of  the  effective  neeerre  eaesi^-  Ss^nncnit  :u  x  :amr 
\  munity/'  and  b  to  be  dbliibiiieil  iimL  ^  xsteiciH  i&mse  * 

I  K>catif\i  in  ''credit  areasL**  Asort  of  <aafi2SL  ipkt:  m  jd  sauxs 

j  to  the  Xatkxial  Debt  not  represmusic  Iuku^  mr  n  mM^  iiat 

I  saburi^  ie^  lo  be  the  basis  for  this  csviin  Txnu;    ?*rtx^  «^  -o  x 

i  fixed  at  Q<ity  that  fraction  of  cost  le^cmsxonii: 
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r.   or  consiimption/'  the  remainder  being  disposed  of  through 
:    mutually  canceling  drafts  on  the  "communal  credit "  in  the 
>.    ''clearing  houses."   The  phrase  "just  price"  is  used  in  this 
,r    ocmnection,  revealing  an  evident  attempt,  at  least  super- 
ficially, to  revert  to  another  feature  of  medieval  Guild  or- 
,    ganization  beside  that  of  ''self-government  in  industry/' 
.    insisted  uix)n  by  all  Guild  Socialists.    In  this  way  the  pup*- 
chasing  power  of  the  consuming  public  is  always  equal  to  the 
price  of  the  products  "in  respect  to  which  the  purchasing 
power  is  dispensed/'  and  the  conmiunity  is  to  retain  control 
over  credit  and  thus  control  "the  poUcy  of  production." 

Credit  Power  and  Democracy y  a  second  book,  now  appearing 
serially  in  the  New  Age,  further  elaborates  the  ideas  of  a 
"just  price  "  and  "control  of  credit."  The  advocacy,  on  the 
part  of  Orage  and  S.  G.  Hobson,  of  trade  union  action  looking 
to  the  seizing  of  "credit  power"  has  already  been  discussed. 
If  Guild  Socialism  follows  Douglas,  Orage,  and  S.  G.  Hobson 
in  this  new  line  of  thought,  it  will  logically  have  to  abandon 
many  of  its  characteristic  featiu'es,  chief  among  them  its 
demand  for  "expropriation  "  and  the  generally  revolutionary 
attitude  accompanying  such  a  demand. 

N1LE8  H.  Cabpentsb. 
Habyabd  UNnrEBsmr. 
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PROFIT-SHARING  IN  GREAT  BRITAIN » 

Thbee  earlier  reports  on  profit-sharing  in  the  United 
Kingdom  have  been  issued  by  the  Labour  Department  of  the 
Board  of  Trade,  in  1891, 1894,  and  1912.  The  report  of  1894 
was  prepared  by  David  F.  Schloss,  whose  prior  treatment  of 
this  subject  Methods  of  Industrial  Remuneration  remains  in 
many  ways  the  ablest  study  in  its  field.  The  material  for  the 
report  of  1912  was  gathered  by  Mr.  Schloss;  upon  his  death 
it  was  finished  by  other  members  of  the  Labour  Department. 
The  report  for  1920  has  fortimately  followed  throughout  the 
model  established  by  Schloss,  but  has  brought  the  descriptive 
and  statistical  material  down  to  the  year  1919. 

The  Ministry  of  Labour  still  applies  the  definition  of  profit- 
sharing  which  was  formulated  at  the  International  Congress 
of  Paris  in  1889.  From  this  report  are,  therefore,  excluded  the 
more  modem  and  widely  applicable  methods  of  associating 
employees  with  employers  in  the  management  of  indus- 
try. Co-partnership  committees  following  the  model  recom- 
mended in  the  Whitley  Report  have  been  established  in  many 
profit-sharing  firms,  and  therefore  are  subject  to  incidental 
treatment  in  this  voliune;  but  most  workshop  committees 
are  to  be  found  in  firms  which  utilize  other  methods  of  indus- 
trial remuneration  to  induce  incentive  on  the  part  of  their 
workers,  such  as  piecework,  premium  systems,  commission 
sales,  none  of  which  are  covered  here.  Schemes  resembling 
profit-sharing  which  have  been  applied  in  municipal  trading 
are  also  excluded. 

On  October  31,  1919,  there  were  182  firms  recorded  as 
practicing  profit-sharing  in  the  United  Kingdom,  employing 

>  Report  on  Profit-Sharins  and  Labour  Co-partnenhip  in  the  United  Kingdom. 
Great  Britain.  Ministry  of  Labour  (Intelligence  and  Statiatioa  Department).  London, 
1920.    Pp.  yiii,  244.    Parliament.  Papers.    Price,  1«. 
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about  a  quarter  of  a  million  persons.  These  are  the  survivon 
of  some  380  recorded  schemes  which  have  been  started  anee 
1829.  Only  fourteen  schemes  now  existing  are  of  more  thin 
thirty  years  standing.  Only  thirty-six  were  started  earlier 
than  the  year  1901.  The  average  duration  of  those  wfaidi 
failed  was  about  eight  and  one-half  years. 

Profit-sharing  is  practiced  in  a  variety  of  trades  and  indus- 
tries and  in  firms  large  and  small.  Six  per  cent  of  164  firms 
now  practicing  profit-sharing  have  twenty-five  employees  or 
less,  20  per  cent  have  more  than  1000  employees,  5  havmg 
over  10,000  and  one  nearly  70,000.  The  usual  type  of  profit- 
sharing  is  the  cash  bonus  system;  this  is  utilised  in  59  per 
cent  of  all  schemes,  excluding  gas  companies,  and  in  66  per 
cent  of  those  which  have  been  started  since  1910  and  are  still 
in  existence.  The  next  largest  group  is  that  in  which  the 
I  bonus  is  paid  into  a  savings  or  deposit  acoount.    True  eo- 

partnership  schemes  in  which  the  employees  receive  thdr 
profits  wholly  or  in  part  in  the  form  of  shares  in  the  con^Muiy 
\  are  still  very  rare  outside  of  the  gas  companies  and  workers' 

i  cooperative  productive  associations. 

y.i  The  actual  amoimt  of  profits  distributed  looks  large  iQ 

":|  certain  firms.   The  South  Metropolitan  Gas  Company,  for 

example,  has  paid  more  than  £770,000  in  bonuses  in  thirty 
years  and  the  employees  have  over  £500,000  invested  in 
shares  or  deposited  in  the  hands  of  the  company  at  interest. 
Messrs.  Lever  Brothers,  Ltd.,  have  distributed  over  £700,000 
;  in  ten  years.  Messrs.  J.,  T.  and  J.  Taylor,  Ltd.,  have  paid  oyct 

:  I  £330,000  in  bonuses.  Yet  the  average  rate  of  bonus  paid  for 

the  whole  period  1901-18  is  only  5§  per  cent  of  wages,  and 
approximately  15  per  cent  of  the  profit-sharing  firms  have 
each  year  paid  no  bonus  at  all.  In  the  year  1918  the  avera^ 
bonus  for  105  firms  (81,833  persons  being  entitled  to  partid- 
pate)  was  £3  ISs.  Sd.    Excluding  emfdoyees  in  firms  wfaicfa 

'^  paid  no  bonus  that  year,  the  average  bonus  to  52^056  partici- 

pants was  £5  158.  2d.   The  Department  of  Labour  condoiies 

'*  that  in  some  instances  the  profit-sharing  was  a  dear  additiott 

to  wages,  but  is  unable  to  ascertain  bow  gieaenSiy  this  is  the 
case. 
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In  very  few  instances  do  the  employees  own  a  large  pro- 
portion of  the  capital.  In  only  two  instances  do  they  own 
one  half.  Outside  of  the  gas  companies,  there  are  only  four 
recorded  cases  in  which  employees  are  included  on  the  Board 
of  Directors  and  in  only  one  of  these  cases  do  their  represen- 
tatives constitute  as  much  as  half  of  the  Board. 

In  cooperative  societies  profitHsharing  has  declined  since 
the  last  report  was  issued.  Now  only  103  out  of  1384  retail 
distributive  societies  or  approximately  7}  per  cent  give  any 
Bhare  in  profits  to  their  employees,  altho  an  average  of  2SXi 
engaged  in  this  practice  in  the  ten-year  period  1901-10.  In 
this  same  interval  the  Scottish  Codperative  Wholesale  Society 
has  abandoned  its  practice  of  profit-sharing,  following  the 
example  of  the  EnglLsh  society  at  Manchester,  on  the  groimd 
that  such  bonuses  are  inequitable  and  that  labor  should  be 
remimerated  by  means  of  trade  union  rates  of  wages  and  best 
possible  working  conditions.  Of  the  consumers'  productive 
societies  only  three  give  any  share  of  profits  to  employees. 
The  productive  associations  of  workers  have  continuously 
declined  throughout  this  period,  their  number  in  1918  being 
only  seventy-six,  whereas  in  1904  there  were  125.  Of  sur- 
viving productive  associations  of  workers  in  1918,  only  forty- 
four  paid  a  bonus  on  wages.  The  ratio  of  the  bonus  was  8}  per 
cent  of  wages.  It  is  notable,  however,  that  the  percentage  of 
employees  who  are  members  has  increased  in  these  societies, 
and  that  the  share  of  capital  owned  by  employees  and  the 
proportion  of  employees  on  the  central  committees  of  these 
societies  have  both  materially  increased.  Of  agricultural 
cooperative  societies  only  seventy-nine  out  of  387  were  shar- 
ing profits  with  their  employees  in  the  year  1916. 

The  effect  of  the  war  on  the  profit-sharing  movement  has 
apparently  not  been  great.  In  a  few  instances  profits  were 
reduced  or  eliminated  by  war  conditions.  In  only  two  in- 
stances were  circumstances  so  adverse  as  to  lead  to  the  liqui- 
dation of  the  business.  The  e£Fect  of  the  war  was  most  felt  in 
the  gas  companies,  because  the  rise  in  cost  of  coal  and  other 
materials  and  in  wages  obliged  these  companies  to  raise  their 
charges,  which  in  the  shding  scale  companies  automaticaUy 
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reduced  dividends.  Several  companies  continued  to  pay  & 
small  bonus  to  employees  after  a  revision  of  their  scale,  and 
other  temporary  expedients  were  utilized.  The  most  marked 
effect  was  the  prevention  of  the  establishment  of  new  profit- 
sharing  schemes,  only  from  three  to  five  being  estaUiahed 
during  each  year  of  the  war.  The  high  income  tax  and  exoes 
profits  duties  in  some  cases  reduced  the  amounts  available 
for  distribution  as  bonus.  Many  of  these  firms  also  en- 
coiu*aged  investment  in  government  loans  rather  than  tbor 

>  I  own  capital  stock.   In  general,  however,  no  marked  dfect  of 

.  j  the  war  on  profit-sharing  was  apparent. 

:*!  Periodicity  of  interest  in  profitHsharing  is  noteworthy.  The 

years  1889-92,  1908-09,  1912-14  have  been  periods  of  rela- 
tive activity  in  this  field.  But  these  were  also  years  of  good 
employment  combined  with  industrial  unrest.  In  the  first 
ten  months  of  1919  there  were  twenty-nine  new  vultures  in 


-  ■  t 


profit-sharing,  which  probably  indicates  a  tendency  of  em- 
ployers to  use  profit-sharing  as  a  means  to  combat  contem- 
porary discontent.  In  spite  of  this  renewed  interest  it  is 
questionable  whether  profit-sharing  may  be  considered  to  be 
a  promising  device  for  the  general  improvement  of  industrial 
relations  or  for  the  promotion  of  increased  productivity.  The 
greater  vogue  of  premimn  systems  as  a  means  to  the  latter 
end  and  of  shop  committees  as  a  means  of  associating  em- 
ployees in  the  control  of  industry  suggest  the  obsolescence  of 
orthodox  profit-sharing.  Unfortimately  this  British  report, 
characterized  tho  it  is  by  painstaking  (and  unquestionably 
valuable)  case-counting  and  by  careful  description  of  both 
existing  and  defunct  enterprises,  fails  to  offer  conmient  on  the 
relative  values  of  different  types  either  in  the  large  or  in 
detail.  It  is  regrettable  that  the  best  informed  should  as- 
sume that  the  submission  of  wdl-thought-out  reconunenda- 
tions  on  future  industrial  poUcy  is  not  their  prerogative. 

Jambs  Ford. 
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